Internal Revenue

bulletin

HIGHLIGHTS
OF THIS ISSUE

These synopses are intended only as aids to the reader in
identifying the subject matter covered. They may not be
relied upon as authoritative interpretations.

INCOME TAX

Rev. Rul. 2001-13, page 898.

Fringe benefits aircraft valuation formula. The Standard
Industry Fare Level (SIFL) centsper-mile rates and terminal
charges in effect for the first half of 2001 are set forth for pur-
poses of determining the value of noncommercial flights on
employer-provided aircraft under section 1.61-21(g) of the regu-
lations.

Rev. Rul. 2001-14, page 898.

LIFO; price indexes; department stores. The January 2001
Bureau of Labor Statistics price indexes are accepted for use by
department stores employing the retail inventory and lastin, first-
out inventory methods for valuing inventories for tax years
ended on, or with reference to, January 31, 2001.
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Proposed regulations under section 6205 of the Code
provide guidance on when employers that have paid less
than the correct amount of employment taxes are entitled
to interest free adjustments when the underpayment is
discovered during an IRS examination involving a deter-
mination by the Service that workers are employees
under subtitle C or that the employer is not entitled to
relief under section 530 of the Revenue Act of 1978.

ADMINISTRATIVE

T.D. 8939, page 899.

Final regulations under section 6212 of the Code define a
taxpayer’s last known address as the address on the tax-
payer's most recently filed and properly processed federal
tax return, unless the taxpayer provides clear and concise
notification of a different address to the IRS. The final regu-
lations also authorize the Commissioner to use an address
obtained from the United States Postal Service National
Change of Address database as a taxpayer's last known
address.
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Proposed regulations address the adoption of a plan of
liquidation requirement under section 332 of the Code
when an association makes an entity classification elec-
tion to be treated as a partnership or disregarded as an
entity separate from its owner.
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Notice 2001-22, page 911.

Installment sales; changes in method of accounting. This
notice provides that an accrual method taxpayer that entered
into an installment sale on or after December 17, 1999, and
filed a federal income tax return by April 16, 2001, reporting the
sale on an accrual method has the consent of the Secretary to
revoke its effective election out of the installment method. The
taxpayer must file, within the applicable period of limitations,
amended federal income tax returns for the taxable year in
which the installment sale occurred, and for any other affected
taxable year, reporting the gain on the installment method.
Notice 2000-26 modified.

Notice 2001-23, page 911.

Business expenses; changes in method of accounting.
This notice modifies Rev. Rul. 2001-4, 2001-3 .R.B. 295,
which holds, in part, that costs incurred by a taxpayer to
perform work on its aircraft airframe as part of a heavy

March 19, 2001

maintenance visit generally are deductible as ordinary and
necessary business expenses under section 162 of the
Code. Rev. Rul. 2001-4 is modified by extending the appli-
cation of the automatic consent for change in accounting
method provisions of Rev. Proc. 99-49, 1999-2 C.B. 725,
to the taxpayer’s first or second taxable year ending after
December 21, 2000. Rev. Proc. 99-49 and Rev. Rul.
2001-4 modified.

Rev. Proc. 2001-25, page 913.

Automatic accounting method change for stated inter-
est on short-term loans. This procedure modifies section
13.02 of the Appendix to Rev. Proc. 99-49, 1999-2 C.B.
725, 757, to allow any bank that uses the cash receipts and
disbursements method of accounting to change automati-
cally its method of accounting for stated interest on short-
term loans made in the ordinary course of its business. Rev.
Proc. 99-49 modified.
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The IRS Mission

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part ll.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—ltems of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.

2001-12 I.R.B.
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Part |. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 61.—Gross Income Rev. Rul. 2001-13 Level formula or SIFL) by multiplying the

Defined . _ SIFL cents-per-mile rates applicable for the
For purposes of the taxation of fring&eriod during which the flight was taken by

26 CFR 1.61-21: Taxation of fringe benefits. benefits under section 61 of the Interahe appropriate aircraft multiple provided in

. o . Revenue Code, section 1.61-21(g) of thegaction 1.61-21(g)(7) and then adding the
Fringe benefits aircraft valuation for-  Income Tax Regulations provides a rule foRpplicable terminal charge. The SIFL

mula. For purposes of section 1.61-21(gyaluing noncommercial flights on em-cents per-mile rates in the formula and the
of the regulations, relating to the rule foployer-provided aircraft.  Sectionigrminal charge are calculated by the De-
valuing noncommercial flights on em-1.61-21(g)(5) provides an aircraft valuapartment of Transportation and are re-
ployer-provided aircraft, the Standard Intion formula to determine the value of suckjjeyed semi-annually,
dustry Fare Level (SIFL) cents-per-miléflights. The value of a flight is determined e following chart sets forth the ter-
rates and terminal charges in effect for thender the base aircraft valuation formulg,ing charges and SIFL mileage rates:

first half of 2001 are set forth. (also known as the Standard Industry Fare
Period During Which Terminal SIFL Mileage
the Flight Is Taken Charge Rates
1/1/01 - 6/30/01 $35.84 Up to 500 miles

=$.1961 per mile

501-1500 miles
= $.1495 per mile

Over 1500 miles
= $.1437 per mile

DRAFTING INFORMATION short-term loans made in the ordinary course of itgssued by the Bureau of Labor Statistics.
o _ business. See Rev. Proc. 2001-25, page 913. The indexes are accepted by the Internal
The_prmmple author of this revenue Revenue Service, under § 1.472-1(k) of
r.ullng IS _K«_':lt_hleen Edmondson .Of the Qf' the Income Tax Regulations and Rev.
fice of Division Counsel/Associate Chiefgaction 472.—Last-in, First-out  Proc. 86-46, 19862 C.B. 739, for appro-
qunsel (Tax Exem_pt & quernment _En]nventories priate application to inventories of depart-
tlt!es). For further information regarding ment stores employing the retail inven-
this revenue rullng, contact Ms. Edmond26 CFR 1.472-1: Last-in, first-out inventories. tory and last-in, first-out inventory
son at (202) 622-6040 (not a toll-free o methods for tax years ended on, or with
call). LIFO; price indexes; department eference to, January 31, 2001.

stores.The_ J_a”“afy 2.001 Bureau of The Department Store Inventory Price
Labor Statistics price indexes are acy,

. Indexes are prepared on a national basis
Section 446.—General Rule for  cepted for use by department Stores emg, oy ge (a) 23 major groups of depart-
Methods of Accounting ploying the retail inventory and IaSt.'m’ments, (b) three special combinations of
first-out inventory methods for valumgthe major groups - soft goods, durable
26 CFR 1.446-1: General rule for methods of inventories for tax years ended on, or WitBOOdS and miscellaneous goods, and (c) a
accounting. ’ !
9 reference to, January 31, 2001. store total, which covers all departments,

The revenue procedure, which modifies sectio including some not listed separately, ex-
i _ ev. Rul. 2001-14 . ’
13.02 of the Appendix to Rev. Proc. 99-49, allowj! cept for the following: candy, food,

any bank that uses the cash receipts and disburse- . .
ments method of accounting to change automati- 1 € following Department Store Inven-liquor, tobacco, and contract departments.

cally its method of accounting for stated interest otory Price Indexes for January 2001 were

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS
(January 1941 = 100, unless otherwise noted)

Percent Change

Groups Jan. Jan. from Jan. 2000
2000 2001 to Jan. 2061
1. Piece Goods 493.8 490.8 -0.6
2. Domestics and Draperies 622.0 614.6 -1.2
3. Women’s and Children’s Shoes 613.3 628.8 25
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BUREAU OF LABOR STATISTICS, DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS—Continued

(January 1941 = 100, unless otherwise noted)

Percent Change

Groups Jan. Jan. from Jan. 2000
2000 2001 to Jan. 2081
4. Men's Shoes 887.2 886.8 0.0
5. Infants’ Wear 650.8 609.2 -6.4
6. Women’s Underwear 571.4 556.3 -2.6
7. Women'’s Hosiery 327.6 343.8 4.9
8. Women'’s and Girls’ Accessories 530.3 526.9 -0.6
9. Women’s Outerwear and Girls’ Wear ----------------- 369.1 369.7 0.2
10. Men’s Clothing 612.9 586.1 -4.4
11. Men’s Furnishings 618.0 603.2 -2.4
12. Boys’ Clothing and Furnishings 497.1 484.6 -2.5
13. Jewelry 962.0 956.1 -0.6
14. Notions 764.5 784.3 2.6
15. Toilet Articles and Drugs 970.9 987.1 1.7
16. Furniture and Bedding 697.0 685.2 -1.7
17. Floor Coverings 603.2 630.1 4.5
18. Housewares 789.9 769.4 -2.6
19. Major Appliances 233.3 229.9 -1.5
20. Radio and Television 62.7 56.8 -94
21. Recreation and Educatfon 95.2 91.0 -4.4
22. Home Improvemertts 129.8 127.7 -1.6
23. Auto Accessoriés 107.6 108.7 1.0
Groups 1 -15: Soft Goods 588.6 583.7 -0.8
Groups 16 - 20: Durable Goods 446.2 432.9 -3.0
Groups 21 - 23: Misc. Goofls: 102.2 99.4 -2.7
Store Total 535.4 527.4 -1.5

1 Absence of a minus sign before the percentage change in this column signifies a price increase.

2 Indexes on a January 1986=100 base.

3 The store total index covers all departments, including some not listed separately, except for the following: canmgiypfotahdcco, and contract departments.

DRAFTING INFORMATION

The principal author of this revenue

FOR FURTHER INFORMATION CON-
TACT: Charles A. Hall, (202) 622-4940
(not a toll-free number).

Definition of Last Known
Address

ruling is Alan J. Tomsic of the Office OfAGENCY Internal Revenue Service

Associat.e Chief Counsel (Income Tax angrs), Treasury.

Accounting). For further information re- _ _
garding this revenue ruling, contact MrACTION: Final and temporary regulations.
Tomsic at (202) 622-4970 (not a toll-fre

call).

Section 503.—Requirements for

Exemption

26 CFR 1.503(a)-1: Denial of exemption to certain deficiency and other notices, statement
organizations engaged in prohibited transactions.

T.D. 8939

DEPARTMENT OF THE TREASURY

Internal Revenue Service
26 CFR Parts 1 and 301

2001-12 L.R.B.

SUPPLEMENTARY INFORMATION:
Background

eSUMMARY: This document contains This docgment contains amendment.s _to
the Regulations on Procedure and Adminis-
tration (26 CFR part 301) under section

of deficiency and other notices, state8212(D) refating to the sufficiency of a no-

ments. and documents sent to a taxpayepge of deficiency if it is mailed to the last
last known address. The final regulation§NoWn address of a taxpayer. This docu-

affect taxpayers who receive notices off€nt also contains amendments to the In-
gome Tax Regulations (26 CFR part 1) and

and documents sent to taxpayers’ |a§pe.ReguIations on Procedure anq Adminis-
known addresses. tration (26 CFR part 301) to provide cross-
references to the last known address rules
DATES: Effective dateThese regulations under section 6212(b) in order to apply
are effective January 12, 2001. those rules to other notices, statements, and
Applicability date For dates of applic- documents required to be sent to the last
ability, see 8301.6212-2(d). known address of a taxpayer.

899 March 19, 2001

final regulations definindast known ad-
dressin relation to the mailing of notices



A notice of proposed rulemakingconfusion for taxpayers. The IRS, inchange of address for a taxpayer. If the
(REG-104939-99, 1999-2 C.B. 643) wasonjunction with the USPS, has develtaxpayer’s name and last known address
published in thé&-ederal Register(64 FR oped an improved system for updatingn IRS records match the taxpayer’s name
63768) on November 22, 1999. No pubtaxpayer addresses that is intended to led old mailing address contained in the
lic hearing was requested or held. Threeasier to implement and operate and minNCOA database, the new address in the
written comments were received. Aftemize confusion. NCOA database is the taxpayer’s last
consideration of the comments, the pro- To gain access to the NCOA databas&nown address, unless the IRS is given
posed regulations are adopted as modifigde IRS has become a limited licensee alear and concise notification of a differ-
by this Treasury decision. The commentthe NCOA database. The NCOA databasent address. A match will only be made if
are discussed below. is a computerized record of changes dhe taxpayer’'s name in IRS records is the
address maintained by the USPS. Thisame, within certain tolerances, as is
database retains address changes foffaund in the NCOA database. There may

Under the proposed regulations, théhirty-six month period. As a limited li- be a delay of up to two to three weeks
IRS would have accessed the Unitedensee, the IRS will receive from thédrom the date a taxpayer notifies the
States Postal Service (USPS) NationdJSPS a copy of the entire thirty-sixUSPS that his or her change of address is
Change of Address database (NCOA datanonth NCOA database. The IRS’s cop¥gffective and the time the new address is
base) annually to update all taxpayer aaf the NCOA database will be retained aposted to the IRS’s automated masterfile.
dress records maintained in the IRS’s auhe Martinsburg Computing Center In addition, the IRS plans to annually
tomated masterfile for purposes ofMCC) in Martinsburg, West Virginia. compare all taxpayer address records
updating the IRS’s mailing list. TheAdditionally, the IRS will receive weekly maintained in the IRS’s automated mas-
IRS’s mailing list contains the last knownupdates to the NCOA database. The uperfile with the full thirty-six month
address for each taxpayer. In additiordates will contain the most recent changddCOA database for purposes of updating
prior to mailing correspondence to anyf address submitted to the USPS. Thie IRS’s mailing list. The IRS will begin
particular taxpayer from an IRS ServicdRS will update its copy of the full NCOA comparing all taxpayer address records
Center, the IRS would have accessed tliatabase with the most recent changes with the full NCOA database for the first
NCOA database to update the taxpayeraddress in the weekly update. time in January 2001. If the taxpayer’s
last known address. Employees mailing Beginning in January 2001, the IRShame and last known address in IRS
correspondence from one of the districwvill access the NCOA database to updateecords match the taxpayer’s name and
offices would have accessed an updatddxpayer address records maintained imld mailing address contained in the
address by virtue of the annual update dhe IRS’s automated masterfile for purNCOA database, the new address in the
the entire masterfile. Except in the case gfoses of updating the IRS’s mailing listNCOA database is the taxpayer’s last
certain joint filers, the annual update wa3he IRS plans to undertake two differenknown address, unless the IRS is given
scheduled to occur in May 2000, Novemprocedures in order to assure the mostear and concise notification of a differ-
ber 2000, and every November thereaftecomprehensive update of taxpayer adent address. As with the weekly updates,
The update based on correspondencakesses. the names must be the same, within cer-
mailed from an IRS Service Center was First, the IRS will compare taxpayertain tolerances, in both the IRS’s records
scheduled to begin May 2000. All stepsddresses in IRS’s records to the most rand the NCOA database. Matching all
necessary to implement the proposed regent changes of address contained in thaxpayer address records to the full
ulations were not completed by Mayweekly updates to the NCOA database reNCOA database will take several months.
2000. Therefore, the IRS delayed use afeived from the USPS. To accomplisiThe next annual update will be completed
the NCOA database to update a taxthis, the IRS will use the USPS’shy September 30, 2002, and every Sep-
payer’s last known address. See AnNFASTCheck system. The FASTCheckember 30th thereafter if the IRS deter-
nouncement 2000-49 (2000-19 I.R.BSystem works by comparing key elementsiines that subsequent annual updates are
998 (May 8, 2000)). of existing taxpayer address informatiomecessary in addition to the weekly up-

The procedures for updating taxpayemaintained in IRS records to an extract ofiates.
address records maintained in the IRSthe same elements from the weekly up- For taxpayers who file joint income tax
automated masterfile are modified bydates to the NCOA. The key address eleeturns under section 6013, the IRS’s au-
these regulations. Implementing the proments used by IRS to detect possibl®mmated masterfile is currently only able
posed procedures for updating a taxmatches include primary house numbetp retain one address. Beginning with the
payer’s last known address upon the maisecondary number, secondary designatgrocessing of tax year 2000 joint income
ing of correspondence from a Servicand nine digit zip code. If there is aax returns, the IRS’s automated master-
Center required complicated programmatch between the key address elemerfite will be able to retain a second ad-
ming that resulted in the delay in finaliz-from IRS records and the key address eléress. Therefore, if the NCOA database
ing the proposed regulations. In additionnents from the weekly update to theontains change of address information
one commentator on the proposed regul®ddCOA database, the IRS will then comfor only one spouse from a joint return,
tions noted that the difference in treatpare the taxpayer’s complete address ihe rules of this regulation will not apply
ment for Service Center mailings and disformation in IRS records to the fullto notices, statements, and other docu-
trict office mailings might cause NCOA database to determine if there is enents mailed before the processing of the

Explanation of Revisions

March 19, 2001 900 2001-12 I.R.B.



taxpayers’ tax year 2000 joint income taxions, there is no longer any difference be- (c) * * *

return. tween Service Center and other field or (1) * **
area office mailings. (i) * * * For further guidance regard-
Summary of Comments Svecial Anal ing the definition of last known address,
ecial Analyses i
Commentators also suggested that these Y see §301.6212-2 of this chapter.

regulations refer to section 6672(b)(1) and It has been determined that this Trea-
section 4103. Because section 6672(b)($ury decision is not a significant regula-
requires that the IRS mail notices to the taxery action as defined in Executive Order P& 3. In 81.503(a)-1, paragraph (c)
payer’s last known address, a cross-refet2866. Therefore, a regulatory asses§Oncluding text is amended by adding a
ence under §301.6672—1 has been addednent is not required. It also has been de€nténce at the end of the paragraph to
these regulations. However, because seermined that section 553(b) of the Adread as follows:
tioq 4103 does not requi,re the IRS to maihinistrative Procedure Act (5 U-S-C-§1.503(a)—1 Denial of exemption to
notices to the taxpayers. last known adghapter 5) does not apply to these _regul@—ertain organizations engaged in
dress,.no cross-reference is necessary. t|on§, and because_thesg regulatllons ‘ﬂ)‘?ohibited transactions.

A third commentator suggested that theot impose a collection of information on
IRS coordinate these regulations with Rewsmall entities, the Regulatory Flexibility* * * * *
Proc. 90-18 (1990-1 C.B. 491). Rev. Pro&ct (5 U.S.C. chapter 6) does not apply. (c) ***
90-18 will be updated to incorporatePursuant to section 7805(f) of the Internal * * For further guidance regarding the
changes made by these final regulatiorRevenue Code, the notice of proposedefinition of last known address, see
and to provide rules for oral natification ofrulemaking preceding these regulation§301.6212—-2 of this chapter.
a change of address, additional tax formsas submitted to the Chief Counsel for * * * *
from which taxpayer addresses will be upAdvocacy of the Small Business Admin- Par. 4. In 81.547-2, paragraph
dated, and additional Internal Revenuestration for comment on its impact on(b)(1)(v) is amended by adding a sentence
Code sections that require a notice be sesinall business. after the third sentence of the paragraph to
to a taxpayer’s last known address. ) ) read as follows:

The commentator also asked what is tHarafting Information
most recently filed return for purposes of The principal author of these regula
§301.6212-2(a) of the regulations, i.e4ions is Charles A. Hall of the Office of
whether dlffgrent returns filed by the same\qqqciate Chief Counsel, Procedure an* * * *
taxpayer will update the taxpayer's lashqministration (Administrative Provi-  (b) * * *
known .address. The rules provided in thes§,ns and Judicial Practice Division). (1) ***
regulations do not in any way alter tf‘e €XHowever, other personnel from the IRS (v) * * * For further guidance regarding
isting rules for updating a taxpayer's 1ast\q Treasury Department participated ithe definition of last known address, see

81.547-2 Requirements for deficiency
dividends.

known address from a filed return. Sectiog,qir development. §301.6212-2 of this chapter. * * *
5.01 of Rev. Proc. 90-18 provides which X ok ok ok ok -
returns will update a taxpayer’s last known Par. 5. In §1.856-6, paragraph (g)(5) is

address under a social security number édoption of Amendments to the

an employer identification number. ThereRegulations

fore, an amended return filed on a Form )

1040X with a different address from that Accordingly, 26 CFR parts 1 and 30
which appeared on the taxpayer’s previd'® amended as follows:

ously filed Form 1040 will update the tax-paART 1—INCOME TAXES

payer’s last known address of record with

the IRS. However, a Form 941 filed by a Paragraph 1. The authority citation for (9) *** _
Schedule C business would not update tfrt 1 continues to read in part as follows: (5) * * * For further guidance regard-

address for the taxpayer’s individual in- Authority: 26 U.S.C. 7805 * * * ing the definition of last known address,
come tax account as the Form 941 is filed Par. 2. In §1.468A-5, paragraptfee §301.6212-2 of this chapter. * * *
ey s . * *x % %
with an employer identification number(c)(1)(ii) is amended by adding a sentenc
and the individual income tax account is agat the end of the paragraph to read as fol- Par. 6. In 81.860-2, paragraph

sociated with the taxpayer’s social securit}pWs: (b)(1)(ii) is amended by adding a sentence
number. after the fourth sentence of the paragraph

, . 1.468A-5 Nuclear decommissioning fun .
Finally, as mentioned above, the com§ 9 fungb read as follows:

tat ted that ina th NCO'uaIification requirements; prohibitions
ntabase for IRS Service Gonter against self-dealing; disqualification of ~ 81.860-2 Requirements for deficiency

database for_IR_S Seryice Center m"’}”ingﬁuclear decommissioning fund; dividends.
but not for district office mailings might termination of fund upon substantial

cause confusion for taxpayers. As thg : . *okox ok %
: ompletion of decommissioning.
procedures for updating taxpayer ad- P g (b) ***

dresses are modified by these final requld-* * * * (1) ***

amended by adding a sentence after the
first sentence of the paragraph to read as
sfollows:

§1.856—6 Foreclosure property.

* k k kK
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(i) * * * For further guidance regard- * * * * * (b) ***
ing the definition of last known address, (c) * * * For further guidance regard- (4) * * * For further guidance regard-
see 8301.6212-2 of this chapter. * **  ing the definition of last known addressjng the definition of last known address,
*okok ok k see 8301.6212-2 of this chapter. see 8301.6212-2.

Par. 7. In 81.963-6, paragraph (c)(5) is* * * * *okok ok k
amended by adding a sentence after thePar. 12. In §1.6081-6, paragraph (d)is Par. 17. In 8301.6110-6, paragraph
second sentence of the paragraph to reathended by adding a sentence at the efg)(2)(v) is amended by adding a sentence

as follows: of the paragraph to read as follows: at the end of the paragraph to read as fol-
- o . . . lows:
81.963-6 Deficiency distribution. §1.6081-6 Automatic extension of time
R to file trust income tax return. §301.6110—6 Written determinations
e x frxn issued in response to requests submitted
(© before November 1, 1976.

(5) * * * For further guidance regard- (d) * * * For further guidance regard-
ing the definition of last known addressjng the definition of last known address} * * * *
see §301.6212-2 of this chapter. ***  see §301.6212-2 of this chapter. (b) ***
* k k k% * k k k% (2)***

Par. 8. In 81.992-3, paragraph Par. 13. In 81.6081-7, paragraph (d) is (v) * * * For further guidance regard-
(c)(3)(iv) is amended by adding a senamended by adding a sentence at the eiig) the definition of last known address,
tence after the third sentence of the paraf the paragraph to read as follows: see §301.6212-2.

graph to read as follows: . : . e
§1.6081-7 Automatic extension of time  pgr. 18. Section 301.6212—2 is added

§1.992-3 Deficiency distributionsto  to file Real Estate Mortgage Investment 1 read as follows:

meet qualification requirements. Conduit (REMIC) income tax return. o
R 8301.6212-2 Definition of last known
R address.
(€)*** (d) * * * For further guidance regard- i i
(3)* x> ing the definition of last known address, (@) Generalrule Exceptas provided in
(iv) * ** For further guidance regard- see §301.6212—2 of this chapter. paragraph (b)(2) of this section, a tax-
ing the definition of last known addressy = » * payer’s last known address is the address
see §301.6212-2 of this chapter. * * * that appears on the taxpayer’'s most re-
*ok ok ok K PART 301—PROCEDURE AND cently filed and properly processed Fed-
Par. 9. In §1.6081-2, paragraph (f) i DMINISTRATION eral tax return, unless the Internal Rev-
amended by adding a sentence at the end enue Service (IRS) is given clear and

Par. 14. The authority citation for part.ocise notification of a different address.

of the paragraph to read as follows: . . )
301 continues to read in part as follows: £ rther information on what constitutes

§1.6081-2 Automatic extension of time ~ Authority: 26 U.S.C. 7805 * * * clear and concise notification of a differ-

to file partnership return of income. Par. 15. In 8301.6110-4, paragrapRn; address and a properly processed Fed-

kK Eﬁ)(g’) '3 arfmt'—:r:wded by addr']n? a segtencs 8fal tax return can be found in Rev. Proc.
e end of the paragraph to read as fo :

(f) * * * For further guidance regard- o, q. paragrap b0-18 (1990-1 C.B. 491) or in proce-
ing the definition of last known address, dures subsequently prescribed by the
see §301.6212-2 of this chapter. §301.6110-4 Communications from thirdcOmmissioner. _ .

* ok ok Kk % parties. (b) Address obtained from third
Par. 10. In §1.6081-3, paragraph (d)is, , , . party—(1) In general Except as pro-
amended by adding a sentence at the end(C) cxx vided in paragraph (b)(2) of this section,
of the paragraph to read as follows: change of address information that a tax-

~ (3) *** For further guidance regard- payer provides to a third party, such as a
§1.6081-3 Automatic extension of time ing the definition of last known addresspayor or another government agency, is
for filing corporation income tax returns. see 8301.6212-2. not clear and concise notification of a dif-

* k k kK

.k x ferent address for purposes of determin-
d)* ** For furth id q Par. 16. In 8301.6110-5, paragrapfhg a last known address under this sec-
(d) or further guidance regard- )4 js amended by adding a sentence gén.

ing the definition of last known addressia and of the paragraph to read as fol- . .
see §301.6212—2 of this chapter. paragrap (2) Exception for address obtained

kKKK lows: from the United States Postal Servieg)
Par. 11. In 81.6081-4, paragraph (c) i8301.6110-5 Notice and time Updating taxpayer addressesThe IRS

. ) o . will update taxpayer addresses main-
amended by adding a sentence at the erejuirements; actions to restrain tained in IRS records by referring to data

of the paragraph to read as follows: disclosure; actions to obtain additional I . in th .
disclosure. accumulated and ma_untalned in the Umted

§1.6081-4 Automatic extension of time States Postal Service (USPS) National

for filing individual income tax returns.  * * * % * Change of Address database that retains
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change of address information for thirty-otice of deficiency is mailed to 1234 Anyplace* * * * *
six months (NCOA database). Except a3!reet; Anytown, USA 43210. For purposes of sec- par 20, |n §301.6305—1, paragraph

. . . ._tion 6212(b), the notice of deficiency mailed on ey . .
provided in paragraph (b)(2)(ii) of thISMay 21. 2001, is mailed to A’ last known address_(b)(2)(||) is revised to read as follows:

section, if the taxpayer’'s name and last g5 i i

) ’ ple 3 (i) C and D are married taxpayers. .
known address in IRS records match thene address on C and D's 2000 Form 10465. §301.63..05'—1.Assessment and collection
taxpayer’s name and old mailing addressdividual Income Tax Returrfiled on April 13, of certain liability.
contained in the NCOA database, the negp01. and 2001 Form 1040 filed on April 15, 2002,

. . > 2468 Spring Street, Little City, USA 97531. On
address in the NCOA database is the ta Ugust 15, 2002, D informs the USPS of a new (b) * * *

paye_r’s_last known addre;s, un_le_ss_th&ermanent address (8642 Peachtree Street, Big (2) * * *
IRS is given clear and concise natificatiortity, USA 13579) using the USPS Form 3575, “Of- (i) The name, social security number
of a different address. ficial Mail Forwarding Change of Address Form. and last known address of the individual

i) Duration of address obtained fromThe change of address is included in the weekly
NéC))A database The address obtaineg-Pdate of the USPS NCOA database. On Augu§Wing the asseslsed amount. .FOI' further
29, 2002, D’s address maintained in IRS records @uidance regarding the definition of last

from the NCOA database under paragrapthanged to 8642 Peachtree Street, Big City, USknown address, see §301.6212—2:

(b)(2)(i) of this section is the taxpayer’si3s79. T
|a5t- known address until one of the fol-. (i) In October 2902 the IRS determines a defi- Par. 21. In §301.6320-1T, paragraph
|meg events occurs— ciency for C and D’s 2000 tax year and prepares tga . .

issue a notice of deficiency. The Internal Revenu )(1) is amended by adding a sentence at

(A) The taxpayer files and the II:QSService obtains C’s address and D’s address for tiBe end of the paragraph to read as fol-
properly processes a Federal tax returfyice of deficiency from IRS records. On Octobetows:
with an address different from the addresss, 2002, the IRS mails a copy of the notice of de-
obtained from the NCOA database; or ficiency to C at 2468 Spring Street, Little City, §301.6320—1T Notice and opportunity
(B) The taxpayer provides the Internal!SA 97531, and to D at 8642 Peachtree Street, Bigyr hearing upon filing of notice of
Revenue Service with clear and concisg™ YSA 135]?9' on_r oo of section 6212(D) o o | tax lien (temporary).
notification of a change of address, as o3, are mailed © G and D' respecive lac .
fined in procedures prescribed by th@nown addresses. (@) *_* * (1) **, '_:,Or further guidance
Commissioner, that is different from the (c) Last known address for all notices,regardmg the definition of last known ad-

address obtained from the NCOA datastatements, and document$he rules in dress, see §301.6212-2.

* k k * %

base. paragraphs (a) and (b) of this section

(3) Examples The following examples apply for purposes of determining” @~ 22. In 8301.6325-1, paragraph
illustrate the rules of paragraph (b)(2) ofvhether all notices, statements, or othép(z)(")(a) is revised to read as follows:
this section: documents are mailed to a taxpayer’s lagin1 6325-1 Release of lien or

Example 1 (i) Ais an unmarried taxpayer. Theknown address whenever the telast discharge of property.
address on A's 1999 Form 1040,S. Individual In- known addresss used in the Internal

come Tax Returrfiled on April 14, 2000, and 2000 . %%
Form 1040 filed on April 13, 2001, is 1234 Any- Revenue Code or the regulations thereuri-

place Street, Anytown, USA 43210. On May 150der. (f)***
2001, A informs the USPS of a new permanent ad- (d) Effective Date—(1) In general Ex- (2) ***
dress (9876 Newplace Street, Newtown, Uskept as provided in paragraph (d)(Z) of (||) * ok k
12345) using the USPS Form 3575, “Official Ma"this section, this section is effective on (a) Mailing notice of the revocation to

Forwarding Change of Address Form.” The :
change of address is included in the weekly updatlanuary 29, 2001. the taxpayer at his last known address

of the USPS NCOA database. On May 29, 2001, (2) Individual moves in the case of joint(see §301.6212-2 for further guidance re-
As address maintained in IRS records is changefilers. In the case of taxpayers who filegarding the definition of last known ad-
to 9876 Newplace Street, Newtown, USA 12345. igint returns under section 6013, if thedress); and

(i) In June 2001 the IRS determines a deﬁNCOA database contains change of ad-** **
ciency for A's 1999 tax year and prepares to issueﬁ . . p 23. In §301.6330-1T h
notice of deficiency. The IRS obtains As addresdr€SS information for only one spouse, Par. 23. In : -1T, paragrap
for the notice of deficiency from IRS records. onparagraphs (b)(2) and (3) of this sectiofa)(1) is amended by adding a sentence at
June 15, 2001, the Internal Revenue Service maiwill not apply to notices, statements, anghe end of the paragraph to read as fol-
the notice of deficiency to A at 9876 Newplacegther documents mailed before the prdows:

Street, Newtown, USA 12345. For purposes o : ) s _
section 6212(b), the notice of deficiency mailed org:GSSIng of the taxpayers’ 2000 joint re §301.6330—1T Notice and Opportunity

June 15, 2001, is mailed to A's last known addres urn. . .
Example 2 (i) The facts are the same asEix- Par. 19. In 8301.6303-1, paragraph (é?l’ hearing prior to levy (temporary).

ample 1 except that instead of determining a defiis amended by adding a sentence at the

* Kk % * k i
ciency for A's 1999 tax year in June 2001, the |R%nd of the paragraph to read as follows: (a) (1) For further gL“dance

determines a deficiency for A's 1999 tax year in regarding the definition of last known ad-
May 2001,  §301.6303-1 Notice and demand for taxdress, see §301.6212-2.

(ii) On May 21, 2001, the IRS prepares a notice Kok ok Kk
of deficiency for A and obtains A's address fromy « « % % Par. 24. In §301.6331-2, paragraph

IRS records. Because A did not inform the USPS . . .
of the change of address in sufficient time for the (a) * * * For further guidance regard- (2)(1) is amended by adding a sentence

IRS to process and post the new address in Interdf1g the definition of last known addressafter the second sentence of the paragraph
Revenue Service's records by May 21, 2001, thgee §301.6212-2. to read as follows:
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8301.6331-2 Procedures and 8301.6672-1 Failure to collect and pay ulations provide guidance to holders and

restrictions on levies. over tax, or attempt to evade or defeat issuers of these debt instruments .

(@) *** (1) * * * For further guidance tax. DATES: Effective Date These regula-
regarding the definition of last known ad- * * * For further guidance regarding tions are effective March 13, 2001.
dress, see §301.6212-2. * * * the determination of the proper address Applicability Dates For dates of ap-
* ok k ko for mailing the notice required under secplicability, see §§1.163-7(f), 1.1275-1(f),

Par. 25. Section 301.6332-2 igion 6672(b)(1), see §301.6212-2. 1.1275-2(d), and 1.1275-2(k)(5).
amended as follows: Par. 29. In §3016903—l, paragraph ((aOR FURTHER INFORMATION CON-

1. Paragraphs (b)(1) introductory textis amended by adding a sentence after the -1 \william E. Blanchard, (202) 622-
(b)(1)(), and (b)(1)(ii) are redesignated asirst sentence of the paragraph to read agg (not a toll-free number).
paragraphs (b)(1)(i) introductory text,follows:

(b)(1)()(A), and (b)(1)(1)(B), respectively. _ o SUPPLEMENTARY INFORMATION:

2. In newly designated paragram§301.6903—1 Notice of fiduciary

(b)(L)()(B), the text beginning with the "€lationship. Background
second sentence is redesignated as pata-« x x On November 5, 1999, temporary regu-
graph (b)(1)(ii). c) * * * For further guidance regard-lations were published in theederal
3. NeWIy deSignated paragraph (b)(l)(")ng the definition of last known addressRegiSter (64 FR 60342) that revised the
is amended by adding a sentence after tQge 5301 6212-2, * * * rules for when a reopening of Treasury se-
second sentence of the paragraph. * ok ok k% curities is a qualified reopening. The tem-
The addition reads as follows: porary regulations eliminated the acute,

Robert E. Wenzel, protracted shortage requirement that was
Deputy Commissioner jn §1.1275-2(d). See §1.1275-2T(d) of
of Internal Revenue. the temporary Income Tax Regulations.
As a result, additional Treasury securities

§301.6332—2 Surrender of property
subject to levy in the case of life
insurance and endowment contracts.

Approved December 11, 2000.

* ok ok kK issued in a reopening are part of the same
(b) * * * (1) In general Jonathan Talisman, iSSue as the original Treasury securities if
(i) * * * For further guidance regard- Acting Assistant Secretary(l) the additional Treasury ;epurities have

ing the definition of last known address, of the Treasury. (N€ same terms as the original Treasury

see 8301.6212-2. * * * securities, and (2) the additional Treasury

* ok ok ok (Filed by the Office of the Federal Register on Januaigecurities are issued not more than one

Par. 26. In §301.6335-1, paragrapﬁl, 2001, 8:45 a.m., and published in the issue of ﬂ}ﬂgar after the original Treasury securities

(b)(1) is amended by adding a SentenCFeederaI Register for January 12, 2001, 66 F.R. 2817) yare first issued to the public.

after the third sentence of the paragraph to On November 5, 1999, proposed regu-
read as follows: ) lations (REG-115932-99, 1999-2 C.B.
Section 1275.— Other 583) also were published in tifederal
§301.6335-1 Sale of seized property. Definitions and Special Rules Register (64 FR 60395) that, for the first
. x time, provided rules for reopenings of

26 CFR 1.1275-2: Special rules relating to debt . _
(b) * ** (1) * * * For further guidance instruments. debt instruments other than Treasury se

. - curities. See 81.1275-2(k) of the pro-
;?gg;dlggetgggf gglggfz?f*lﬁt known ad T.D. 8934 posed Income Tax.ReguIa_ttions.
RN Although a public hearing on the pro-
Par. 27. In §301.6503(c)—1, paragra DEPARTMENT OF THE TREASURY posed regulations was held on March 22,
< amended by add tp 9 tF; ternal Revenue Service 2000, no one testified at the hearing.
((aan) dlso?minp;ragéSh t:)n?estzr; ?(?If:was,' CFR Part 1 Eight comment letters, however, were re-
' ceived on the proposed regulations. The

§301.6503(c)-1 Suspension of running ReoPe.n.ings of Treasury proposed regulations, with certain
of period of limitation; location of Securities and Other Debt changes to respond to the comments, are
property outside the United States or  Instruments; Original Issue adopted as final regulations.

removal of property from the United Discount

States; taxpayer outside of United State Explanation of Provisions

SAGENCY: Internal Revenue Service

(@) * * * For further guidance regard- (IRS), Treasury. Reopenings
ing the definition of last known addressacTi0ON: Final regulations. A. General description
see 8301.6212-2.
* ok ok kK SUMMARY: This document contains In certain circumstances, an issuer

Par. 28. Section 301.6672—1 idinal regulations relating to the federal inwould like to reopen an existing issue of
amended by adding a sentence at the ef@me tax treatment of debt instruments isdebt instruments (that is, sell additional
of the section to read as follows: sued in certain reopenings. The final regamounts of debt instruments with terms
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that are identical to the terms of the origienly way the subsequently sold debt in- The 107.5 percent test was designed to
nal debt instruments and with the samstruments can be distinguished is if thegive some relief to the reopening of rela-
CUSIP number and tax characteristics ame assigned new CUSIP numbers. Thevely short-term issues (that is, issues
the original debt instruments). In mostifferent tax treatment and the assignmentith a remaining term of ten years or
cases, the purpose of the reopening is & new CUSIP numbers prevents the debéss), which tend to be the most impacted
create a large, liquid issue of debt instrunstruments from being fungible and by the OIDde minimisrules. In addition,
ments. However, during periods of risinghereby, defeats the purpose of the rehe 107.5 percent test, which is tested

market interest rates, the original issuepening. seven days before the anticipated pricing

discount (OID) provisions of the Code . date, would give the issuer an indication
) o . B. Proposed regulations .

can effectively prohibit reopenings, espe- as to whether the reopening would be a

cially if the additional debt instruments |n an attempt to strike a balance bequalified reopening. The 115 percent test
are not considered part of the same iss@een the tax policy concern about th&vas designed to prevent, in a situation in
as the original debt instruments. conversion of OID into market discountwhich interest rates were to move sharply
If the debt instruments sold in the reand the need to have the tax rules refleoppward in the period between the an-
opening are considered part of the origieurrent capital market practices, the proaouncement date and the issue date, a
nal issue, they have OID only to the exposed regulations specified when debt irconversion of a significant amount of
tent the debt instruments in the originastruments issued in a reopening are cofID into market discount.
issue have OID. Thus, if the original debgidered part of the same issue as thg Final lati
instruments were issued without OID, theriginal debt instruments (a qualified re-" inal regulations
subsequently sold debt_instruments a_IS@pening)_ (As noted above, §1.1275+¢1) Fixed Reopening Period
do not have OID. In this case, any dis2T(d) provides rules to determine when a
count on the subsequently sold debt inreopening of Treasury securities is a qual- Commentators suggested that the final
struments generally is market discountfied reopening.) regulations extend the one-year rule for
not OID. Conversely, if the subsequently Under §1.1275-2(k) of the proposedeopenings of Treasury securities to other
sold debt instruments are a separate isstgyulations, a reopening of debt instruissuers. In support of this change, com-
for tax purposes, any discount that arisesents is a qualified reopening if: (1) thenentators stated that different rules will
as part of their issuance is OID if it equalgriginal debt instruments are publiclyimpede the ability of U.S. issuers to com-
or exceeds the Ollle minims amount traded; (2) the issue date of the addition@iete with foreign issuers for investors’
for the debt instruments. debt instruments (treated as if they werefainds and will affect the ability of non-
The holder and issuer have differenseparate issue) is not more than sikreasury issuers to make their dollar-de-
consequences depending upon whethetonths after the issue date of the originalominated issues attractive alternatives to
the discount is characterized as OID odlebt instruments; (3) seven days beford.S. Treasury securities as benchmarks
market discount. For a holder, the prithe date on which the price of the addifor prevailing market interest rates. They
mary difference is whether the holder hagional debt instruments is established, thalso stated that an extended period (from
to include the discount in income on aield of the original debt instrumentssix to twelve months) is often required in
current basis as it accrues. |If it is OlD(based on their fair market value) is noerder to aggregate sufficient debt is-
the holder must include the accruals in inmore than 107.5 percent of the yield oguances to create a large liquid issue and
come currently; if it is market discount,the original debt instruments on theithat many holders of reopened debt in-
the holder generally does not have to inssue date; and (4) the yield of the addstruments are tax-indifferent parties.
clude discount in income until the debt intional debt instruments (based on the sales!f the one-year rule is not adopted in
strument is disposed of or redeemed. lprice of the additional debt instruments) i¢he final regulations, some commentators
general, an issuer’s interest deductiono more than 115 percent of the yield o$uggested that the final regulations pro-
does not depend on whether the discouttie original debt instruments on theivide a fixed period of less than one year in
is OID or market discount. However, thessue date. For purposes of the yield tesihich there would be no restrictions on
issuer’s reporting obligations depend oif the original debt instruments were isfeopenings (for example, a period of six
whether the discount is OID or markesued with no more than & minimis months for non-Treasury securities with
discount. If the subsequently sold debdmount of OID, the coupon rate of thean original maturity of less than ten years
instruments are part of a separate issugiginal debt instruments is used ratheand nine months for non-Treasury securi-
and if the discount is OID, the issuer (or ghan the yield. A qualified reopening alsdies with an original maturity of at least
broker or middleman) generally is redincludes a reopening of original debt inten years). In addition, other commenta-
quired under section 6049 to make OlRtruments if the first two conditions de-tors suggested that the final regulations
information reports for these debt instruscribed above are met and the additiongxtend the one-year rule to reopenings of
ments. To comply with this reportingdebt instruments (treated as a separai@suers whose securities are treated as
obligation, the issuer must be able to digssue) are issued with no more thadea government securities for U.S. securities
tinguish the subsequently sold debt instruminimis amount of OID. A qualified re- law purposes.
ments (which require OID information re-opening, however, does not include a re- After careful consideration of these
ports) from the originally sold debtopening of tax-exempt obligations or concomments, the IRS and the Treasury De-
instruments. As a practical matter, théingent payment debt instruments. partment have decided not to adopt these
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suggestions. Congress adopted differeptess release, a news item posted on aln response to the comments, the final
statutory regimes for OID and market dispublic messaging service such as Reuterggulations adopt a single yield test to de-
count. The IRS and the Treasury Deparffelerate, or Bloomberg, or a posting ortermine if the reopening is a qualified re-
ment believe that adopting the commentdhe issuer’s public web site. (Because thepening. Under the final regulations, the
tors’ suggestions would not strike theransaction is a reopening, the paymentield test is satisfied if, on the date on
appropriate balance between the statutotgrms of the securities to be issued will berhich the price of the additional debt in-
scheme and providing some flexibility forknown in advance based on the priostruments is established (or, if earlier, the
issuers. Additionally, the reopening ofissue.) Atest based on a public announcannouncement date), the yield of the orig-
Treasury securities does not produce a poient date would be fairly easy to admininal debt instruments (based on their fair
tential mismatch between the issuer’s inister for both issuers and the governmentarket value) is not more than 110 per-
terest deductions and the holder’s incomiloreover, if an announced reopeningent of the yield of the original debt in-
inclusions. transaction is not priced within a customstruments on their issue date (or, if the
(2) Yield Test ary commercial _time f_rame, it is likely or_iginal debt instrume_n_ts_were issued
that the transaction will be re-evaluatedvith no more than de minimisamount of

Commentators suggested that the twa@and subsequently re-announced on a lat&D, the coupon rate). For purposes of
part yield test be replaced with a singlelate that could serve as the appropriatbe yield test, the announcement date is
yield test. According to the commentaannouncement date for the yield test.  the later of seven days before the date on
tors, by the time a reopening is priced, According to another commentatorwhich the price of the additional debt in-
dealers, traders, and investors haveach reopening should be tested on ttstruments is established or the date on
arranged their affairs in reliance on thearlier of the pricing date or the anwhich the issuer’s intent to reopen a secu-
issue coming to market, and the issuer haouncement date of a reopening. Thety is publicly announced through one or
earmarked the proceeds for use in its busermannouncement datould be defined more media, including an announcement
ness. In addition, many of the particias the later of seven days before pricing eeported on the standard electronic news
pants have arranged hedges and oth#e date on which an issuer’s intent to reservices used by security broker-dealers
transactions around the reopening. lopen a security is reported on the standafior example, Reuters, Telerate, or
those cases in which the second-yield testectronic news services used by securigloomberg). The test rate of 110 percent
would not be met (which would be causetroker-dealers. This rule would accomin the final regulations reflects a compro-
by unexpected market volatility), a canimodate issuers who announce and prigrise between the 107.5 percent test rate
celled reopening could generate lost ecoeopenings on the same day as well as the proposed regulations and the 115
nomic costs for these capital market parfreasury and non-Treasury issuers whpercent test rate suggested by the com-
ticipants. In addition, the second tesannounce reopenings up to 7 days beforeentators.
would create_ marketing and credibilitypricing. _ _ (3) Six-Month Period
concerns for issuers. According to a third commentator, an

Most of the commentators suggestetsuer should be permitted to satisfy any Some of the commentators suggested
that any yield test should be applied eitherield test by demonstrating that the teghat the six-month period be extended to
on the pricing date or the announcementas satisfied on any one of the seven dagse year. According to the commentators,
date. According to one commentator, thprior to the date on which the price of thenany issuers have specific funding needs
yield test should be applied by an issueadditional debt instruments was estalthat arise sporadically over the course of a
on a single date that is the announcemeimhed. year or, in the case of foreign sovereign
date for the reopening transaction, pro- Based on historical evidence, the comissuers, are often fiscally constrained
vided the pricing date for the transactiomentators stated that the 107.5 percefrom reopening issues within a six-month
occurs thereafter within a period consistest in the proposed regulations would ngieriod. Therefore, an extended period
tent with customary commercial practicehave been met in a number of cases f{from six to twelve months) is required in
Although customary commercial practicevhich a reopening would be economiorder to aggregate sufficient debt is-
may vary somewhat by issuer and marketally desirable. Therefore, the commensuances to create a large, liquid issue. Be-
the period between the announcemetators suggested that any yield test shoutthuse the extension of the six-month pe-
date and the pricing date is usually fivdbe based on 115 percent of the yieldod would increase the likelihood of the
business days or less. The yield tesather than 107.5 percent of the yieldconversion of OID into market discount,
should allow issuers to presume that ¥hile a 115 percent test also would nothe final regulations do not adopt this sug-
transaction is consistent with customarpe met in a number of cases, the commegestion.
commercial practice if the period betweenators stated that the 115 percent figur S

. . . 4) De MinimisTest

the announcement date and the pricingsed in the proposed regulations repre-
date is five business days or less. sents an acceptable middle ground. Some of the commentators suggested

For public transactions, the commentafHowever, some commentators stated th#tat the final regulations clarify the treat-
tors suggested that the announcement datel1l5 percent test would be too low tonent of reopened debt instruments that
can be defined as the date that the reopegualify many reopenings of sovereigrare issued with no more tham@ minimis
ing transaction is publicly announcedlebt issued by emerging market goverramount of OID after the expiration of the
through one or more media, including anents.) six-month period (ale factoqualified re-
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opening). According to the commentavide the appropriate relief for debt instrualso suggested that the final regulations
tors, the proposed regulations apparentipents reopened after the six-month pestate that, for purposes of determining the

are stricter than current law in limiting ariod. adjusted issue price of the combined debt
de factoqualified reopening to one in N instruments, pre-issuance accrued interest
which the reopened securities are issudgt Treasury securities on the additional debt instruments for

within six months after the issue date of which the issuer is compensated at is-

the original debt instruments. As a result Th_e final regulations CONCerning e ance is not treated as part of the issue

. oo openings of Treasury securities are gener-. " .

there is uncertainty in the debt markets rice of the additional debt instruments.

where none existed for these securities ally the same as the temporary regul n effect, this suggestion would make the
" tions. See 81.1275-2(d)(2). In addition ’

The final regulations provide that a "€ nder the final regulations, if a reopenin fule in 81.1273-2(m) mandatory for debt

opening (including a reopening of Trea- . I Snstruments issued in a qualified reopen-
sury securities) is a qualified reopening in Tre_asury securities is not a qualified rei'ng Under § 1.1273-2(m), a taxpayer
the original debt instruments are publich?P< 9 under §1.1275-2(d)(2) (for €Xcan choose to détermine the’issue rice of
tradedgand the additional debt inst?umen)t/%mple’ because the reopening date & debt instrument by excludin Fie-is-
) . -~ .~ 'more than one year after the issue date of Nt Dy 9p
are issued with no more tham@ minimis - . suance accrued interest. There does not
amount of OID (determined without thethe original Treasury securities), the ®Seem to be a compelling reason to make
o B opening is a qualified reopening undef, . ;
e S11275-2(0 1 th auonal Treasuny™ 1% Mecor (o debt nstrument
the six-month period aftergihe issue datSecurities are issued with no more than dot mandat(()qr for other F(;Iebt iglstruments
o perio de minimisamount of OID (determined y Tor . '
of the original debt instruments. : o As a result, the final regulations do not
without the application of §1.1275-2(k)). adopt this suggestion

(5) Reopenings after the Six-Month

Period E. Issuer’s treatment F. Effective date

Some pf the com_mentators suggeste_d The propose_zd regulations require _the The rules in the final regulations for
_that the flqal regulations aII_ow_a reopenissuer to_take into account, as an afjJUS(H'uaIified reopenings (other than for Trea-
ing occurring after t_he expiration of_t_hement to its interest expense, any dn‘feréury reopenings subject to §1.1275-2(d))
fixed reopening period to_be a q_ua_hﬂedence between _the amoun_t_s paid by t ply to debt instruments that are part of a
reopening if the reopening satisfies &olders to acquire the add_|t_|0nal debt iNFeopening where the reopening date is on
yield test that V\(ould limit the_ amount ofstruments _|ssued_ ina qu_al|f|ed reopeningy after March 13, 2001.

OID converted into market discount. Inand the adjusted issue price of the original

the experience of the commentators, adebt instruments. This difference wouldefinition of Issue

longer-term debt securities progress ieither increase or decrease the adjusted . .

age, they become less liquid as comparéssue prices of all of the debt instruments 1€ Proposed regulations define the
with shorter-term debt securities of equah the issue (both original and additionalf€™™M iSSue as two or more debt instru-
remaining life. (For example, a thirty-with respect to the issuer (but not th&"€nts that (1) have the same credit and
year debt issue with five years of remainholder). The issuer would then, as of thBayment terms, (2) are issued either pur-
ing life generally can be expected to beeopening date, recompute the yield of the@nt to & common plan or as part of a sin-
less liquid than an otherwise identicablebt instruments in the issue based on tHX€ ransaction or a series of related trans-
new five-year issue.) The ability to re-aggregate adjusted issue price and the &tions, and (3) are issued within a period
open a security throughout its life wouldmaining payment schedule of the debt in2f 13 days beginning with the date on
help issuers increase the liquidity of theistruments. The issuer would use this rdvhich the first debt instrument that would
longer-term issues as needed to addressmputed yield for purposes of applying?® Part of the issue is issued to a person
such competitive concerns. This abilitythe constant yield method to determine it8ther than a bond house, broker, or similar
would be highly valuable to private sectoaccruals of interest expense over the r@€rSOn acting in the capacity of an under-
and government-sponsored enterprise isaaining term of the debt instruments ifVriter, placement agent, or wholesaler.
suers; therefore, it would be appropriatéhe issue. The final regulations generally are the
to allow it so long as a yield test ulti- One commentator suggested that th¥*Me s the proposed regulations but for
mately limits the amount of OID that canadjusted issue price of the combined delff€ additional requirement that the debt in-
be converted into market discount. Foinstruments simply should be the sum oft'uments be issued on or after March 13,
example, the final regulations could perthe issuer’s adjusted issue price in thé001. The final regulations also provide
mit an issuer (including the Treasury Deeriginal debt instruments on the reopencet@in transition rules if the debt instru-
partment) to reopen a security after thing date and the issue price of the addi"ents are issued prior to March 13, 2001.
fi_xed reopening period if a 10 percentional debt instrumenf[s determine_d as ifssye Price of Treasury Securities
yield-change test is met. they were a separate issue. The final reg-

The final regulations do not adopt thisaulations do not adopt this suggestion; the Under §81.1275-2T(d)(1), the issue
suggestion. The IRS and the Treasumule in the proposed regulations is morerice of an issue of Treasury securities
Department believe that the changes taccurate than the rule suggested by tlaictioned before November 2, 1998, is
the de minimistest described above pro-commentator. The same commentatdhe average price of the securities sold,
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and the issue price of an issue of Treasury Authority: 26 U.S.C. 7805 * * * the reopening date) by @de minimis
securities auctioned on or after November Par. 2. Section 1.163-7 is amended bgmount (within the meaning of

2, 1998, is the price of the securities sold 1. Revising paragraph (e). 8§1.1273-1(d)), the issuer may use the
at auction. The change to the definition 2. Adding a new paragraph (f). rules in paragraph (b) of this section to
of issue price for Treasury securities in The revision and addition read as foldetermine the issuer’s accruals of interest
the temporary regulations reflected théows: expense.

Treasury Department’s switch on Novem- (5) Effect of adjustments on issuer’s ad-

ber 2, 1998, from an average price auctioﬁnlb%f:g_t? Ded;,lction for OID on certain jsteq issue price The adjustments made
ebt instruments.

to a single price auction for selling Trea- under this paragraph (e) are taken into ac-
sury securities. However, in order t0o acz « x % * count for purposes of determining the is-
commodate all types of auction tech- (e) Qualified reopening—(1) In gen- suer’s adjusted issue price under
niques anq because the ru_le for an averaggy| * |n a qualified reopening of an issue§1'1275__1(_b_)' N
price auction, when applied to a singleys yept instruments, if a holder pays more (6) Definitions The termsadditional
price auction, produces the same result 83 |ass than the adjusted issue price of tffebt instrument, original debt instrument,
the rule for a single price auction, th%riginal debt instruments to acquire an adfualified reopeningandreopening date
final regulations provide that the issugjitional debt instrument, the issuer tregtd@ve the same meanings as in
price of an issue of Treasury securities igis difference as an adjustment to the i§81.1275-2(k).
the average price of the securities sold. ,aor's interest expense for the original (f) Effective dates This section (other
and additional debt instruments. As prothan paragraph (e) of this section) applies
vided by paragraphs ()(2) through (5) ofo ert instruments issued on or after
It has been determined that this Treathis section, the adjustment is taken int&'Pril 4, 1994. Taxpayers, however, may
sury decision is not a significant regulaaccount over the term of the instrumenf€y On this section (other than paragraph
tory action as defined in Executive Ordeusing constant yield principles. (e) of this section) for debt instruments is-
12866. Therefore, a regulatory assess- (2) Positive adjustmentlf the difference SU€d after December 21, 1992, and before
ment is not required. It also has been dés positive (that is, the holder pays moré‘Pril 4, 1994. Paragraph (e) of this sec-
termined that section 553(b) of the Adthan the adjusted issue price of the origind®n @pplies to qualified reopenings where
ministrative Procedure Act (5 U.S.C.debt instrument), then, with respect to thi1€ reopening date is on or after March
chapter 5) does not apply to these regulésuer but not the holder, the difference int3, 2001. )
tions and, because the regulations do noteases the aggregate adjusted issue price€a"- 3- In 81.1271-0, paragraph (b) is
impose a collection of information onof all of the debt instruments in the issue?mended by:
small entities, the Regulatory Flexibility both original and additional. 1. Adding entries for paragraphs (f)(1),
Act (5 U.S.C. chapter 6) does not apply. (3) Negative adjustmentlf the differ- (D(2), (N(3), and (7)(4) of §1'1275_1“'
Pursuant to section 7805(f) of the Codeence is negative (that is, the holder pays 2 Removing the language “[Re-
the notice of proposed rulemaking preless than the adjusted issue price of terved]” from the entry for paragraph (d)
ceding these regulations was submitted wriginal debt instrument), then, with re-2nd adding entries for paragraph (d) of
the Chief Counsel for Advocacy of thespect to the issuer but not the holder, th%l'1275__2' )
Small Business Administration for com-difference reduces the aggregate adjusted3: Adding entries for paragraph (k) of
ment on its impact on small business. issue prices of all of the debt instrument§1'1275_2' ) )
in the issue, both original and additional. 4- __Rémoving the entries for
(4) Determination of issuer’s interest 31:1275-2T. i .
accruals As of the reopening date, the is- 5. R:emovmg the language “[Re-
suer must redetermine the yield of th&€rved]” from the entry for paragraph (g)
ate Chief Counsel (Financial Institutionéjfebt irllsFrurr:ﬁ nts in tthetiss_ulz for fh“rgodsﬁdlggggg an entry for paragraph (o) of
applying the constant yield method de=-: .
]zcarg(r:in ng?;cstsa)lﬁdq'?;\es\;er; Sér:)zrtrrféi?gggcribefj in §1_1272—:.L(b) to determine the V‘\I/'ge revisions and additions read as fol-
ticipated in their development. issuer’s accruals of interest expense oviqws:

Special Analyses

Drafting Information

The principal author of the regulations i
William E. Blanchard, Office of the Associ-

ok % k% the remaining term of the debt instrug1 12710 Original issue discount;
ments in the issue. This redeterminedsfective date: table of contents.
Adoption of Amendments to the yield is based on the aggregate adjusted
Regulations issue prices of the debt instruments in the* * * *

_ _ issue (as determined under this paragragh) * * *
Accordingly, 26 CFR part 1 is amendede)) and the remaining payment schedufe® * * *
as follows: of the debt instruments in the issue. If thg, 1575 1 pefinitions.
Part 1—INCOME TAXES aggregate adjusted issue prices of the debt
instruments in the issue (as determinet* * * *
Paragraph 1. The authority citation founder this paragraph (e)) are less than ti® Issue
part 1 is amended by removing the entrgggregate stated redemption price at mét) Debt instruments issued on or after
for 8§1.1275-2T to read in part as followsturity of the instruments (determined as oMarch 13, 2001
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(2) Debt instruments issued before Marcimore debt instruments are part of th@olders) the same adjusted issue price as

13, 2001 same issue if the debt instruments—  the original Treasury securities. This
(3) Transition rule (i) Have the same credit and paymerparagraph (d)(2) applies to qualified re-
(4) Cross-references for reopening anderms; openings that occur on or after March 25,
aggregation rules (i) Are sold reasonably close in timel1992.
*okok ok k either pursuant to a common plan or as (ii) Definitions—(A) Additional Trea-
. ) part of a single transaction or a series afury securities Additional Treasury secu-
81.1275-2 Special rules relating to debtg|5teq transactions; and rities are Treasury securities with terms
Instruments. (iii) Are issued on or after April 4, that are in all respects identical to the
I ——— 1994, and before March 13, 2001. terms of the original Treasury securities.
(d) Special rules for Treasury securities (3) Transition _rule If the issue date of _ (B) Original Treasur_y_ securitiesOrig_—_
(1) Issue price and issue date any of the debt ms_truments that _Would bq1a| T_re_asury s_ecurmes are sgcurmes
(2) Reopenings of Treasury securities part of the same issue (determined as ¢omprising any issue of outstanding Trea-
I —_— each debt instrument were part of a sepaury securities.
(k) Reopenings rate issue) is_ on or after March 13, _2001, (C) Qualified reopening—reopenings
(1) In general then the definition of the ternssuein on or after March 13, 2001 For a re-
(2) Definitions paragraph (f)(1) of this section applie®pening of Treasury securities that occurs
(3) Qualified reopening rather than the (_jefinition in p_aragraph)n or_afte_r March 13, _2001, a qualified re-
(4) Issuer’s treatment of a qualified re-(N(2) _of this section to determine if theopening is a reopening that occurs not
opening debt instruments are part of the sammore than one year after the original Trea-
(5) Effective date issue. sury securities were first issued to the
I —_— (4) Cross-references for reopening angublic or, under paragraph (k)(3)(iii) of
aggregation rules See §81.1275-2(d) andthis section, a reopening in which the ad-
81.1275-7 Inflation-indexed debt (k) for rules that treat debt instruments isditional Treasury securities are issued
instruments. sued in certain reopenings as part of amith no more than de minimisamount of
o xn issue of original (outstanding) debt instru©ID.
, ments. See §1.1275-2(c) for rules that (D) Qualified reopening—reopenings
£gj’t?fgpenlngs treat two or more debt instruments as hefore March 13, 2001 For a reopening

_single debt instrument. of Treasury securities that occurs before
Par. 4. In 81.1275-1, 'paragraph (f) 18 % x5 % March 13, 2001, a qualified reopening is a
revised to read as follows: Par. 5. In §1.1275-2, paragraph (d) iseopening that occurs not more than one

§1.1275-1 Definitions. revised and paragraph (k) is added to reaear after the original Treasury securities
as follows: were first issued to the public. However,

*oKox kK . . for a reopening of Treasury securities
(f) Issue—(1) Debt instruments issuedils'tlrlf;i_nztSSpeCIal rules relating to Olebt(other than Treasury Inflation-Indexed
on or after March 13, 20Q1 Except as ' Securities) that occurred prior to Novem-
provided in paragraph (f)(3) of this sec* * * * * ber 5, 1999, a qualified reopening is a re-

tion, two or more debt instruments are (d) Special rules for Treasury securi-opening of Treasury securities that satis-
part of the same issue if the debt instruies—(1) Issue price and issue datdhe fied the preceding sentence and that was

ments— issue price of an issue of Treasury securintended to alleviate an acute, protracted
(i) Have the same credit and paymerties is the average price of the securitieshortage of the original Treasury securi-
terms; sold. The issue date of an issue of Tredies.

(ii) Are issued either pursuant to a comsury securities is the first settlement date* * * *
mon plan or as part of a single transactioon which a substantial amount of the se- (k) Reopenings-(1) In general
or a series of related transactions; curities in the issue is sold. For an issudotwithstanding 81.1275-1(f), additional
(i) Are issued within a period of thir- of Treasury securities sold from Novemdebt instruments issued in a qualified re-
teen days beginning with the date omber 1, 1998, to March 13, 2001, the issuepening are part of the same issue as the
which the first debt instrument that wouldprice of the issue is the price of the securbriginal debt instruments. As a result, the
be part of the issue is issued to a persdies sold at auction. additional debt instruments have the same
other than a bond house, broker, or simi- (2) Reopenings of Treasuryissue date, the same issue price, and (with
lar person or organization acting in the casecurities—(i) Treatment of additional respect to holders) the same adjusted
pacity of an underwriter, placement agenilreasury securities Notwithstanding issue price as the original debt instru-

or wholesaler; and 81.1275-1(f), additional Treasury securiments.
(iv) Are issued on or after March 13 ties issued in a qualified reopening are (2) Definitions—(i) Original debt in-
2001. part of the same issue as the original Treatruments Original debt instruments are

(2) Debt instruments issued beforesury securities. As a result, the additionalebt instruments comprising any single
March 13, 2001 Except as provided in Treasury securities have the same issugsue of outstanding debt instruments. For
paragraph (f)(3) of this section, two omrice, issue date, and (with respect tpurposes of determining whether a particu-
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lar reopening is a qualified reopening, debt (A) The original debt instruments are§1.1275-2T [Removed]

instruments issued in prior qualified republicly traded (within the meaning of ) )

openings are treated as original debt instr§1.1273-2(f)); Par. 6. Section 1.1275-2T is removed.
ments and debt instruments issued in the (B) The reopening date of the addi- Par 7. In 81.1275-7, paragraph (g) is
particular reopening are not so treated.  tional debt instruments is not more tha@dded to read as follows:

_ (ii) Additiqnal debt instrumentsAo_ldi- _six month_s after the issue date of the ori%1_1275_7 Inflation-indexed debt

tional debt instruments are debt instrumnal debt instruments; and instruments.

ments that, without the application of this (C) On the date on which the price of

paragraph (K)— the additional debt instruments is estab=* * * *

(A) Are part of a single issue of debt indished (or, if earlier, the announcement (g) Reopenings For rules concerning a
struments; date), the yield of the original debt instrureopening of Treasury Inflation-Indexed

(B) Are not part of the same issue as thments (based on their fair market value) iSecurities, see paragraphs (d)(2) and
original debt instruments; and not more than 110 percent of the yield ofk)(3)(iii) of §1.1275-2.

(C) Have terms that are in all respectthe original debt instruments on their* * * *
identical to the terms of the original debissue date (or, if the original debt instru-
instruments as of the reopening date.  ments were issued with no more thasea

(i) Reopening date The reopening minimisamount of OID, the coupon rate).
date is the issue date of the additional debt (iii) Reopening with de minimis OID

instruments (determined without the apA reopening (including a reopening Oprproved December 29, 2000.

Robert E. Wenzel,
Deputy Commissioner
of Internal Revenue.

plication of this paragraph (k)). Treasury securities) is described in this

(iv) Announcement date The an- paragraph (k)(3)(iii) if— Jonathan Talisman,
nouncement date is the later of seven days(A) The original debt instruments are Assistant Secretary of the Treasury.
before the date on which the price of thpublicly traded (within the meaning of
additional debt instruments is establisheg1.1273-2(f)); and (Filed by the Office of the Federal Register on January

or the date on which the issuer’s intent to (B) The additional debt instruments aré?: 2001, 8:45 am., and published in the issue of the
L . . . . .. Federal Register for January 12, 2001, 66 FR 2811)
reopen a security is publicly announcedssued with no more thande minimis
through one or more media, including ammount of OID (determined without the
announcement reported on the standaggpplication of this paragraph (k)). .
electronic news services used by security (iv) Exceptions This paragraph (k)(3) seCtlo_n 1_281'_Current_
broker-dealers (for example, Reuters, Tedoes not apply to a reopening of tax-exl-nCIus'on_m Income of Discount
erate, or Bloomberg). empt obligations (as defined in sectioN (_:ert_am Short-Term
(3) Qualified reopening-(i) 1275(a)(3)) or contingent payment debbligations

Def|n_|t|on. Aqu_allfled reopening is a re-instruments (within the meaning of . venue orocedure, which modifies section
opening of original debt instruments thag§1.1275-4). 13.02 of the Appendix to Rev. Proc. 99-49, allows
is described in paragraph (k)(3)(ii) or (iii) (4) Issuer’s treatment of a qualified re-any bank that uses the cash receipts and disburse-
of this section. In addition, see paragrapbpening See §1.163—7(e) for the issuer'gients method of accounting to change automati-
(d)(2) of this section to determine if a retreatment of the debt instruments that ar@!! its method of accounting for stated interest on

. L. . . ip . short-term loans made in the ordinary course of its
opening of Treasury securities is a qualipart of a qualified reopening. business. See Rev. Proc. 2001-25, page 913.
fied reopening. (5) Effective date This paragraph (k)

(i) Reopening within six month&\ re- applies to debt instruments that are part of

opening is described in this paragraph reopening where the reopening date is
(K)(3)(ii) if— on or after March 13, 2001.
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Part lll. Administrative, Procedural, and Miscellaneous

Repeal of the Modification of the taxpayer elects out of the installmenModification of Rev. Rul. 2001-4
Installment Method for Accrual ~ method. Section 453(d)(1). A taxpayer

Method Taxpayers that reports an amount realized equal tjotice 2001-23
the selling price on the tax return filed
Notice 2001-22 for the taxable year in which the installpyrpOSE
ment sale occurs is considered to have
PURPOSE made an effective election out of the in- This notice modifies Rev. Rul. 20014,

stallment method. Section 15a.4532001-3 I.R.B. 295, by extending the ap-

This notice provides guidance on thé(d)(3)(i) of the temporary Income Taxplication of the automatic consent for

application of the Installment Tax Cor-Regulations. An election out of the inchange in accounting method provisions

rection Act of 2000, Pub. L. No. 106-stallment method with respect to a disof Rev. Proc. 99-49, 1999-2 C.B. 725, to

573, 114 Stat. 3061 (2000) (the “Installposition may be revoked only with thethe taxpayer’s first or second taxable year
ment Tax Correction Act”), to an accruakonsent of the Secretary. Sectiognding after December 21, 2000.

method taxpayer that disposed of prop453(d)(3). A revocation is retroactive.

erty in an installment sale on or afteiSection 15a.453-1(d)(4). BACKGROUND
December 17, 1999, and filed by April PPLICATION On December 21, 2000, the Internal
16, 2001, a Federal income tax return ré} Revenue Service issued Rev. Rul.

porting the gain on the disposition using consistent with the change in law ef2001-4, which holds, in part, that costs
an accrual method of accounting rathéfacted by the Installment Tax Correctiorincurred by a taxpayer to perform work
than the installment method. Act, an accrual method taxpayer that erpn its aircraft airframe as part of a heavy
BACKGROUND tered into an installment S‘?'e on or aftemaintepance visit generally are dgductible
December 17, 1999, and filed a Federa@s ordinary and necessary business ex-
An installment sale generally is de-income tax return by April 16, 2001, re-penses under § 162 of the Internal Rev-
fined in § 453(b) as a disposition ofporting the sale on an accrual metho@nue Code. The APPLICATION section
property where at least one payment i@nd, thus, an amount realized equal tof Rev. Rul. 20014 provides that a tax-
to be received after the close of the taxhe selling price) has the consent of theayer wanting to change its method of ac-
able year in which the dispositionSecretary to revoke its effective electiogounting to conform to the holding must
occurs. Section 453(a) provides theut of the installment method, providedollow the automatic change in account-
general rule that income from an installthe taxpayer files, within the applicabléng method provisions of Rev. Proc.
ment sale must be taken into accournteriod of limitations, amended Federa®9-49, provided the change is made for
under the installment method. How4income tax return(s) for the taxable yeathe first taxable year ending after January
ever, § 536(a) of the Ticket to Work andn which the installment sale occurred6, 2001. Thus, for example, a taxpayer
Work Incentives Improvement Act ofand for any other affected taxable yeatising a calendar year may apply for auto-
1999, Pub. L. No. 106-170, 113 Statreporting the gain on the installmentnatic consent to change its method of ac-
1860 (1999), added former § 453(a)(2inethod. Thus, a taxpayer may not recounting to conform to Rev. Rul. 2001-4
to the Code, which provided that the invoke its effective election out of the in-for the year 2001. The Service recognizes
stallment method did not apply to in-stallment method if the taxable year irthat the revenue ruling precludes a calen-
come from an installment sale if the inwhich any payment on the installmengar year taxpayer from applying for auto-
come would be reported under ambligation was received has closed. ~ matic consent for the change for the year
accrual method of accounting without 2000, and greatly limits its ability to
regard to § 453. Former § 453(a)(2fFTECT ON OTHER DOCUMENTS  apply for consent for that year under the
was effective for sales or other disposi- Notice 2000-26, 200017 I.R.B. 954general procedures of Rev. Proc. 97-27,
tions occurring on or after December 17 mogified to remove Q&As 1 throughlgg?_l C.B. 680, due to the requirement
1999, the date of enactment. 9. that the application must have been sub-
On December 28, 2000, the Install- mitted by December 31, 2000.
S 453(2)(2) with respect 10 sales and o T ORMATION EXTENSION OF AUTOMATIC
other dispositions occpurring on or after The principal author of this notice isg/l(l)i;l—;(gg)oCHANGE PROCEDURES
December 17, 1999. Section 2(b) of thderrill D. Feldstein of the Office of As-
Installment Tax Correction Act providessociate Chief Counsel (Income Tax & Tg facilitate changes in method of ac-
that the Code (including § 453) should\ccounting). For further information counting by taxpayers to conform to the
be applied and administered as ifegarding this notice, contact Ms. Feldho|ding of Rev. Rul. 20014 for the year
§ 453(a)(2) had not been enacted. stein at (202) 622-4950 (not a toll-freexpoo, the revenue ruling is modified to
The installment method does no€all). allow a taxpayer to apply for the change
apply to any disposition for which the by following the automatic change in ac-
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counting method provisions of Rev. Proctederal income tax liability for taxable 8 809 generally are determined by divid-

99-49, provided the change is for the firsgears beginning in 2000. ing statement gain from operations by the
or second taxable year ending after DeB'ACKGROUND average equity base. For this purpose, the
cember 21, 2000. term “statement gain from operations”

If a taxpayer filed an application with Section 809(a) provides that, in theneans “the net gain or loss from opera-
the national office under Rev. Proc. 97-2¢ase of any mutual life insurance comtions required to be set forth in the annual
to change its method of accounting t@any, the amount of the deduction allowstatement, determined without regard to
conform to Rev. Rul. 2001-4, and the apable under § 808 for policyholder divi-Federal income taxes, and ... properly ad-
plication is pending with the national of-dends is reduced (but not below zero) bjusted for realized capital gains and
fice on February 16, 2001, the taxpayethe “differential earnings amount.” Anylosses....”See8 809(g)(1). The term “eg-
may change its method under Rev. Proexcess of the differential earnings amountity base” is defined as an amount deter-
99-49. However, the national office willover the amount of the deduction allowmined in the manner prescribed by regu-
process the application in accordancable under § 808 is taken into account aslations equal to surplus and capital
with the procedure under which it wageduction in the closing balance of reincreased by the amount of nonadmitted
filed unless, prior to the later of April 1,serves under subsections (a) and (b) ihancial assets, the excess of statutory re-
2001, or the issuance of the letter ruling@ 807. The “differential earningsserves over the amount of tax reserves,
granting or denying consent to theamount” for any taxable year is thethe sum of certain other reserves, and 50
change, the taxpayer notifies the nation@mount equal to the product of (a) the lif@ercent of any policyholder dividends (or
office that it wants to change its methodnsurance company’s average equity basgher similar liability) payable in the fol-
under Rev. Proc. 99-49. If the taxpayefor the taxable year multiplied by (b) thelowing taxable yearSee§ 809(b)(2), (3),
timely notifies the national office that it “differential earnings rate” for that tax- (4), (5) and (6). Section 1.809-10 of the
wants to change its method under Rewable year. The “differential earnings ratelncome Tax Regulations provides that the
Proc. 99-49, the taxpayer must make afier the taxable year is the excess of (a) trequity base includes both the asset valua-
propriate modifications to the application‘imputed earnings rate” for the taxabletion reserve and the interest maintenance
to comply with the applicable provisionsyear over (b) the “average mutual earnreserve for taxable years ending after De-
of Rev. Proc. 99—-49. In addition, any useings rate” for the second calendar yeatember 31, 1991.
fee that was submitted with the applicapreceding the calendar year in which the Section 1.809-9(a) of the regulations
tion will be returned to the taxpayer. taxable year begins. The “imputed earrprovides that neither the differential earn-

ings rate” for any taxable year is thangs rate under § 809(c) nor the recom-
EFFECT ON OTHER DOCUMENTS amount that bears the same ratio to 16futed differential earnings rate that is
Rev. Rul. 2001—-4 and Rev. Proc. 99—4percent as the “current stock earningased in computing the recomputed differ-

are modified. rate” for the taxable year bears to thential earnings amount under § 809(f)(3)
“base period stock earnings rate.” may be less than zero.
DRAFTING INFORMATION Section 809(f) provides that, in the case Rev. Rul. 99-3, 1999-1 C.B. 313, pro-

of any mutual life insurance company, ifvides that a life insurance subsidiary of a
the “recomputed differential earningsmutual holding company is not a mutual
ate Chief Counsel (Income Tax & AC_a_mount”_ for any taxable year exceeds thige insurance company fo_r \_/vhich the de-
counting). For further information re. differential earnings a_m(_)unt for t_hat_ ta?wlucnon for policyholder dividends is re-
garding this notice contact Ms. FeldsteifPle year, the excess is included in life |_neluced pursqant to 88 808(c)(2)_and 80_9.
at (202) 622-4950 (not a toll-free call). SUrance gross income for thg succe_edmg As_ described above, the differential
taxable year. If the differential earningsearnings rate for 2000 and the recomputed
amount for any taxable year exceeds thdifferential earnings rate for 1999 affect
recomputed differential earnings amounthe income and deductions reported by
for that taxable year, the excess is allowedhutual life insurance companies on their
as a life insurance deduction for the sudederal income tax returns for the 2000
ceeding taxable year. The “recomputethxable year.
Notice 2001-24 differential earnings amount” for any tax- Data necessary to determine the tenta-
able year is an amount calculated in thive differential earnings rate for 2000 and
This notice publishes a tentative detersame manner as the differential earningbe tentative recomputed differential earn-
mination under 8 809 of the Internal Revamount for that taxable year, except thahgs rate for 1999 have been compiled
enue Code of the “differential earningghe average mutual earnings rate for thigom returns filed by mutual life insur-
rate” for 2000 and the rate that is used tcalendar year in which the taxable yeaance companies and certain stock life in-
calculate the “recomputed differentialbegins is substituted for the average mwsurance companies. The Internal Rev-
earnings amount” for 1999. (The lattetual earnings rate for the second calendanue Service is currently examining these
rate is referred to in this notice as the “reyear preceding the calendar year in whicteturns. This examination will not be
computed differential earnings rate” forthe taxable year begins. completed before the March 15, 2001,
1999.) These rates are used by mutual The stock earnings rates and mutualue date for filing 2000 calendar year re-
life insurance companies to calculate thegarnings rates taken into account undeurns.

The principal author of this notice is
Merrill Feldstein of the Office of Associ-

Differential Earnings Rate for
Mutual Life Insurance
Companies
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NOTICE OF TENTATIVE RATES tentative determination of the recomputedmended returns after the final determina-
differential earnings rate for 1999 that aréion of these rates is published. If there is

This notice publishes a tentative deterpublished in this notice should be used ba failure to pay tax for a taxable year be-
mination of the differential earnings ratemutual life insurance companies to calcuginning in 2000 and the failure is attribut-
for 2000 and of the recomputed differenfate the amount of tax liability for taxableable to a difference between (a) the tenta-
tial earnings rate for 1999. This noticeyears beginning in 2000 (in the case dfive determination of the differential
also publishes a tentative determination afompanies that file returns before publiearnings rate for 2000 and recomputed
the rates on which the calculation of theation of the final determination of thesalifferential earnings rate for 1999 and (b)
differential earnings rate for 2000 and theates) or to calculate the amount of estithe final determination of these rates, then
recomputed differential earnings rate fomated unpaid tax liability for taxableany such failure through September 17,
1999 are based. The final determinatiogears beginning in 2000 (in the case 02001, will be treated as due to reasonable
of these rates is expected to be publishedmpanies that are allowed an extensiorause and will not give rise to any addi-
before September 1, 2001. of time to file returns). Companies thation to tax under § 6651.

The tentative determination of the dif-file returns before publication of the final The tentative determination of the rates
ferential earnings rate for 2000 and theetermination of these rates should filés set forth in Table 1.

Notice 2001-24 Table 1

Tentative Determination of Rates To Be Used For Taxable Years Beginning in 2000

Differential earnings rate for 2000 . . . . . . ... 0

Recomputed differential earnings rate for 1999 . .. ... ... ... 0

Imputed earnings rate for 1999 . ... ... .. e 15.815

Imputed earnings rate for 2000 . . . ... ... 15.358

Base period stock earnings rate . . ... ... 18.221

Current stock earnings rate for 2000 . . ... ... .. e 6.960 1

Stock earnings rate for 1997 . . . ... 19.321

Stock earnings rate for 1998 . . . . ... e 15.836

Stock earnings rate for 1999 . . . ... e 15.724

Average mutual earnings rate for 1998 . . . ... ... 11 16.0

Average mutual earnings rate for 1999 . . ... ... 64 16.1
DRAFTING INFORMATION (cash method) to change automatically it€ircuit held that § 1281 does not require a

method of accounting for stated interestash method bank to include in gross in-
The principal author of this notice ison short-term loans made in the ordinargome stated interest on short-term loans

Katherine A. Hossofsky of the Office ofcourse of business. made in the ordinary course of business as
the Associate Chief Counsel (Financia, that interest accrues. Because the Internal
Institutions and Products). For further in-éECTION 2. BACKGROUND Revenue Service was litigating the § 1281

formation regardingthis notice, contact .01 Rev. Proc. 99-49 provides the proissue in other circuits, section 13.02 of the
Ms. Hossofsky at (202) 622-3477 (not &edures by which a taxpayer may obtaiAppendix was limited to cash method
toll-free call). automatic consent to change a method bfnks in the Eighth Circuit.

accounting described in the Appendix to .02 In Security State Bank v. Commis-
Rev. Proc. 99-49. Under section 13.02 afioner, 214 F.3d 1254 (10th Cir. 2000),
26 CFR 601.204: Changes in accounting periods the Appendix to Rev. Proc. 99-49, a cashff’g 111 T.C. 210 (1998)acq, 2001-5

and in methods of accounting.

(Also Part I, sections 446, 1281; 1.446-1.) method bank in the Eighth Circuit can aut.R.B., andU.S. Bancorp v. Commis-
tomatically change its method of accountsioner, T.C.M. 1998-381, the courts simi-

Rev. Proc. 2001-25 ing for stated interest on short-term loankarly held that § 1281 does not require a
made in the ordinary course of businessash method bank to include in gross in-

SECTION 1. PURPOSE from an accrual method under § 1281 odome stated interest on short-term loans

the Internal Revenue Code to the cash rerade in the ordinary course of business as
This revenue procedure modifies seceeipts and disbursements method of athat interest accrues. In light of the deci-
tion 13.02 of the Appendix to Rev. Proccounting. InSecurity Bank Minnesota v.sions inSecurity Bank Minnesota, Secu-
99-49, 1999-2 C.B. 725, 757, to allonCommissioner994 F.2d 432 (8th Cir. rity State BankandU.S. Bancorp the
any bank that uses the cash receipts at@893),aff'g 98 T.C. 33 (1992), the U.S. Service will no longer litigate the § 1281
disbursements method of accountin@ircuit Court of Appeals for the Eighthissue in the context of short-term loans
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made in the ordinary course of a casls not subject to the scope limitations imo later than when the original Form 3115
method bank’s business. Accordinglysection 4.02 of this revenue proceduras filed with the amended return.
section 13.02 of the Appendix to RevHowever, if the taxpayer is under exami-  (3) Section 481(a) adjustment
Proc. 99-49 is modified to apply to allnation, before an appeals office, or beforperiod A taxpayer making this change
cash method banks. a federal court, the taxpayer must providmust take the entire § 481(a) adjustment
SECTION 3. APPLICATION a copy of the applicatipn to the examiningnto account in computing taxable income
agent(s), appeals officer, or counsel fofor the year of change.

Section 13.02 of the Appendix to Revithe government, as appropriate, at the

Proc. 99-49 is modified to read as folsame time that it files the copy of the ap-SECTION 4. EFFECT ON OTHER

lows: plication with the national office. The ap-DOCU'VIE'\”_S
.02 Stated interest on short-term loanglication must contain the name(s) and Reay Proc. 99-49 is modified.
of cash method banks telephone number(s) of the examining

(1) Description of change and scapeagent(s), appeals officer, or counsel foBECTION 5. EFFECTIVE DATE

(a) Applicability. This change ap- the government, as appropriate. . , )
plies to a bank that uses the cash receipts (2) Change for prior taxable years _ 1S revenue procedure is effective on
and disbursements method of accounting taxpayer is permitted to make the-€Pruary 20, 2001.
as its overall accpunting method and thaihar_]ge in accounting me'Fhod descr_ibed IBRAFTING INFORMATION
wants to change its method of accountingection 13.02(1)(a) of this Appendix for
from accruing stated interest on shortany taxable year ending before December The principal author of this revenue
term loans made in the ordinary course &1, 2000, provided the year is not barredrocedure is William E. Blanchard of the
business to using the cash method for thhy the statute of limitations, there is ndffice of the Associate Chief Counsel (Fi-
interest. For example, s&ecurity State closed taxable year after the year ofiancial Institutions and Products). For
Bank v. Commissionef14 F.3d 1254 change, and the taxpayer complies witfurther information regarding this revenue
(10th Cir. 2000),aff'g 111 T.C. 210 the following requirements: procedure, contact either Mr. Blanchard
(1998),acq, 2001-5 I.R.B., an&ecurity (a) the taxpayer must attach ar Marsha A. Sabin of the Office of the
Bank Minnesota v. Commissioné&94 completed Form 3115 to an amended ré\ssociate Chief Counsel (Financial Insti-
F.2d 432 (8th Cir. 1993gff'g 98 T.C. 33 turn for the year of change, and must filetutions and Products) at (202) 622—-3950
(1992), in which the courts held thaton or before December 31, 2001, thafnot a toll-free call).
§ 1281 does not apply to short-term loanamended return and amended returns for
made by a cash method bank in the ordall subsequent affected taxable years, if
nary course of its business. any; and

(b) Scope limitations inapplicable (b) the taxpayer must file a copy
A taxpayer that wants to make this changef the Form 3115 with the national office
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Part IV. ltems of General Interest

Notice of Proposed Rulemaking Background than the correct amount of certain em-
) ) ployment taxeswith respect to any pay-
Interest-Free Adjustments with This document contains a proposethant of wages or compensation to make
Respect to Underpayments of amendment to the Employment Tax Reg;gj,stments to returns without interest
Employment Taxes ulations (26 CFR part 31) under section,rqant to the regulations. The employ-
6205. Section 6205 allows employergent tax regulations under section 6205
REG-110374-00 that have paid less than the corre enerally allow employers to make ad-
amount of employment taxes to make a(Qijtjstments to returns without interest until

AGENCY: Internal Revenue Servicejustments without interest, provided thgpe |ast day for filing the return for the
(IRS), Treasury. error is reported and the taxes are paid by o ter in which the error was ascer-

ACTION: Notice of proposed rulemak-the last day for filing the return for theineg  An error is ascertained when the

ing. quarter in which the error was ascergmp|over has sufficient knowledge of the
tained. However, no interest-free adjusts .or " to be able to correct it.

SUMMARY: This document contains aments are permitted pursuant to sectio. 31.6205-1(a)(4). Section 31.6205—
proposed amendment to the regulatior8205 after receipt of notice and deman (a)(6) provides that no interest-free ad-
relating to interest-free adjustments withor payment thereof based upon an asse?ﬁétments can be made after receipt of a
respect to underpayments of employmenhent. §31.6205-1(a)(6)- statement of notice and demand for pay-
taxes. The proposed amendment reflects The Taxpayer Relief Act of 1997, Pub-hent based upon an assessment.
changes to the law made by the Taxpayéit Law 105-34 (111 Stat. 788), effective |, Revenue Ruling 75-464 (1975-2

Relief Act of 1997. The proposed amendaugust 5, 1997, created new section 743§ g_474), the IRS further clarified the

ment affects employers that are the sulpf the Internal Revenue Code (Code)jyg for a&justments under section 6205.
ject of IRS examinations involving deter-which provides the Tax Court with juris-t,o ruling clarifies that employers can

minations by the IRS that workers araliction to review determinations by theg make interest-free adjustments where
employees for purposes of subtitle C OIRS that workers are employees for putge ynderpayment is discovered during an
that the employers are not entitled to reposes of subtitle C, or that the employer ig gt or examination (i.e., where the em-
lief from employment taxes under sectiomot entitled to relief from employmentpbyer has not independently ascertained
530 of the Revenue Act of 1978 (sectiomaxes under section 530. Section 7436 rg;o underpayment). The ruling sets forth

=30)- sulted in a change in the way employmenfiations illustrating when an error is as-

DATES: Written and electronic comment tax examinations involving worker classi-cartained with respect to returns under

and requests for a public hearing must aécailo; 'andf section 530 ISSdUZS are gc:crh_Udit by the IRS. Under the facts in the
received by April 17, 2001. ucted insofar as notice and demand fQgyenye ruling, an error is ascertained

payment of an employment tax underpayinen the employer signs an “Agreement
ADDRESSES: Send submissions toment based upon an assessment CannOttBeAdjustment and Collection of Addi-

CC:M&SP:RU (REG-110374-00), roommade until after the taxpayer under exam;ona Tax,” Form 2504, either at the ex-

5226, Internal Revenue Service, POBation receives notice of the IRS's detery 1 ination level or the appeals level, when
7604, Ben Franklin Station, Washingtonmination and has been given an opportyge taxpayer pays the full amount due so
DC 20044. Submissions may be hand deity to file a petition in the Tax Court 45 {4 file a refund claim (if paid prior to

livered Monday through Friday betweercontesting such determination. notice and demand), or at the conclusion
the hours of 8 a.m. and 5 p.m. to: Unit . . i i i -
CC:MESP:RU  (REG-110374-00), EXPlanation of Provisions ment 5 reached Under the faciual atua
Courier's Desk, Interal Revenue Service, This document contains a proposetions in Revenue Ruling 75-464, the em-
1111 Constitution Avenue, NW., Washing-amendment to the regulations under seployment taxes can be paid free of interest
ton, DC. Alternatively, taxpayers may subtjon 6205. The proposed amendmertt the time the employer signs Agreement
mit comments electronically via the Inter|ayifies the period for adjustments of emForm 2504 or at the time it pays the tax
net by selecting the “Tax Regs” option Orhoyment tax underpayments without inpreparatory to filing a claim to contest the
the IRS Home Page, or by submitting COMygrest under section 6205 following thdiability in court, after having exhausted

ments directly to the IRS Internet site agypansion of Tax Court review to certairall appeal rights within the IRS, provided
http://www.irs.gov/tax_regs/reglist.html. employment tax determinations.

FOR FURTHER INFORMATION As ageneral rule, under section 6601
CONTACT: Concerning the proposeda” taxpayers who fail to pay the full1 section 6205 applies to underpayments of taxes
regulations, Lynne Camillo of the Ofﬁceamount of a tax due under the Code muunder the Federal Insurance Contributions Act

of Associate Chief Counsel (Tax ExempP® interest at the applicable rate on th(FICA), the Railroad Retirement Tax Act (RRTA),
o unpaid amount from the last date preand income tax withholding. Section 6205 does not
and Government Entities), (202) 622 ibed f f th il th apply to underpayments of taxes under Federal
6040. scribed for pa_yment of the tax unti t_ EUnemployment Tax Act (FUTA), as such underpay-
date the tax is paid. However, sectiOiments are not subject to interest under section
SUPPLEMENTARY INFORMATION: 6205 allows employers that have paid les6601(j).
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the payment is made before the taxpayeral jurisdiction. The legislative historysame internal appeal rights by the time a
receives notice and demand for paymentof section 7436 shows no intent to createotice of determination is received.

The Taxpayer Relief Act of 1997, Pub-an advantage for taxpayers who choose to These proposed regulations provide
lic Law 105-34 (111 Stat. 788), createditigate their cases in Tax Court as opthat, in employment tax examinations in-
new section 7436 of the Code which proposed to another court of Federal jurisdicvolving worker classification or section
vides the Tax Court with jurisdiction totion. H.R. No. 105-148, 185Cong., 8 530 issues, as in other types of employ-
review determinations by the IRS thaSess., at 639-640 (1997). Taxpayers whuoent tax examinations, the error is ascer-
workers are employees for purposes afhoose to petition the Tax Court undetained for purposes of section 6205 when
subtitle C of the Code, or that the organisection 7436 still have the benefit of all othe employer has exhausted all internal
zation for which services are performed ishe inherent advantages of litigating in thappeals within the IRS. The fact that no-
not entitled to relief from employmentTax Court, including the ability to obtaintice and demand for payment based upon
taxes under section 530. Section 7436(@)dicial review without prior payment of an assessment cannot be made in cases in-
requires that the determination involve athe additional tax the IRS has determinedolving worker classification and section
actual controversy and that it be made de be due. 530 issues until the suspension of the
part of an examination. Subsequent to en- Judicial and administrative precedentstatute of limitations is lifted, following
actment of section 7436 of the Code, thprovide that an error is ascertained foissuance of a notice of determination,
IRS created a standard notice, the “Noticpurposes of section 6205 (ending the peloes not result in an extension of the pe-
of Determination Concerning Workerriod for interest-free adjustments) whemiod during which interest-free adjust-
Classification Under Section 7436” (no-the taxpayer has exhausted all internal aments can be made under section 6205.
tice of determination) to serve as the “depeal rights with the ServiceEastern In- Accordingly, in order to clarify that the
termination” that is a prerequisite to in-vestment Corp. v. United State® F.3d error is ascertained for purposes of sec-
voking the Tax Court’s jurisdiction under651 (10th Cir. 1995); Rev. Rul. 75-464ion 6205 once a taxpayer has exhausted
section 7436. Notice 98-43 (1998-331975-2 C.B. 474). In the context of reall internal appeal rights with the IRS, the
I.R.B. 13). fund litigation, where a taxpayer whoseexisting regulations would be modified by

Section 7436(d)(1) provides that theerroneous underpayment of employmergrohibiting interest-free adjustments after
suspension of the limitations period fotaxes is discovered during an examinatioreceipt of the notice of determination.
assessment in section 6503(a) applies pays only the required divisible portion of However, if, prior to receipt of a notice
the same manner as if a notice of defemployment tax prior to filing a claim for of determination, a taxpayer makes a re-
ciency had been issued. Thus, pursuanttefund in order to satisfy the jurisdictionalmittance which is equal to the amount of
section 6503(a), the mailing of the noticeéequirements for filing suit in district the proposed liability, the IRS considers
of determination by certified or registerectourt, interest continues to accrue on thie remittance a payment and assesses it.
mail will suspend the statute of limita-unpaid portion of employment tax fromRev. Proc. 84-58 (1984-2 C.B. 501). In
tions for assessment of taxes attributable date upon which the tax is assessedich a situation, no notice of determina-
to the worker classification and sectiorafter the taxpayer has exhausted all appgadn would be sent to the taxpayer. If a
530 issues. Generally, the statute of limirights within the IRS until the date suchtaxpayer wants to stop the running of in-
tations for assessment of taxes attributax is paid. See Eastern Investmenterest and contest the adjustment in the
able to the worker classification and seccorp., supra(rejecting taxpayer’s argu- Tax Court, the taxpayer may make a re-
tion 530 issues is suspended for thment that the error could not have beemittance, designating it in writing as a de-
90-day period during which the taxpayefascertained” until a decision was mad@osit in the nature of a cash bond. If the
can begin a suit in Tax Court, plus an adsy the court and the liability was notaxpayer makes such a deposit, the IRS
ditional 60 days thereafter. Moreover, ilonger being contested). Moreover, irdoes not consider the remittance a pay-
the taxpayer does file a timely petition inTax Court deficiency proceedings that donent. Id. at §4.02. The deposit stops the
the Tax Court, the statute of limitationsot involve employment taxes, unless theunning of interest and, if the taxpayer
for assessment of taxes attributable to thaxpayer makes a deposit to stop the rudoes not waive the restrictions on assess-
worker classification and section 530 isning of interest, interest continues to acment, the IRS will send the taxpayer a no-
sues is suspended under section 6503(@ue on the deficiency during the courséce of determination, thus permitting the
during the Tax Court proceedings, and foof the Tax Court proceeding. Rev. Rultaxpayer the option of Tax Court review.
sixty days after the Tax Court decision be56-501 (1956-2 C.B. 954). In order to provide a mechanism for
comes final. In employment tax examinations thataxpayers to make a remittance to stop

Current IRS guidance provides for in-do not involve worker classification orthe accrual of interest, yet still receive a
terest-free adjustments under sectiosection 530 issues, the taxpayer has ewetice of determination and retain the
6205 prior to assessment and notice arthusted all internal appeal rights by theght to petition the Tax Court, these pro-
demand. Because of the prohibition otime a notice and demand for paymerposed regulations would further modify
assessment for cases pending in the Téxereof based upon an assessment is the existing regulations to provide that,
Court, this creates a potential for inconeeived. Similarly, in employment tax ex-prior to receipt of a notice of determina-
sistent application of interest dependingminations involving worker classifica-tion, the taxpayer may, in lieu of making a
upon whether an employer files a claim irtion or section 530 issues, the taxpaygrayment, make a cash bond deposit which
the Tax Court or in another court of Fedhas already had the benefit of all of thevould have the effect of stopping the ac-
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crual of any interest, but would not decomments. If a public hearing is schedNotice of Proposed Rulemaking
prive the taxpayer of its right to receive alled, notice of the date, time, and place for

notice of determination and to petition thehe hearing will be published in the Federfimendment, Check the Box
Tax Court under section 7436. Register. Regulations

Proposed Effective Date Drafting Information REG-110659-00

These regulations are proposed to be ap-The principal author of these proposedGENCY: Internal Revenue Service
plicable with respect to notices of determiregulations is Lynne Camillo, Office of the(IRS), Treasury.
nation iss_ued on or after March 19, 200_]Associate Chief _(;ounsel (Tax Exempt and ~1oN: Notice of proposed rulemak-
Interest will be computed under the rule irfovernment Entities). However, other Per .
this regulation on any claims for refund oonnel from the IRS and Treasury Depart-
interest pending on January 17, 2001. Nment participated in their development. SUMMARY: This document contains

inference is intended that the rule set forth ¥ ok ok k% proposed regulations that provide guid-
in these proposed regulations is not current ance relating to elective changes in entity
law. Taxpayers may rely on these proposdgf°Posed Amendments to the classification. The proposed regulations
regulations for guidance pending the isRegulations apply to subsidiary corporations that elect
suance of final regulations. If, and to the Accordingly, 26 CFR part 31 is pro-to change their cIassification_for Fed_eral
extent, future guidance is more restrictiv%osed to be amended as follows: tax purposes frorr_1 a corporation to either
than the guidance in the proposed regula- a partnership or disregarded entity.

ti(_)ns, the futur_e guidance will be appliedPART 31 — EMPLOYMENT TAXES DATES: Written or electronic comments,

without retroactive effect. AND COLLECTION OF INCOME TAX

or requests for a public hearing must be

AT THE SOURCE received by February 2, 2001.

Special Analyses
) ) ) Paragraph 1. The authority for part 3ADDRESSES: Send submissions to:
It has been determined that this notice Qfgntinyes to read in part as follows: CC:M&SP:RU (REG-110659-00), room
proposed rulemaking is not a significant  Ayhority: 26 U.S.C. 7805 * * * 5226, Internal Revenue Service, P.O. Box
regulatory action as defined in Executive par 5 |n §31.6205-1, paragraph (a)(6)604, Ben Franklin Station, Washington,
Order 12866. Therefore, a regulatory @z reyised to read as follows: DC 20044. Submissions may be hand de-

sessment is not required. It also has been livered Monda: ;
. . . y through Friday between
determined that section 553(b) of the Ad831.6205-1 Adjustments of the hours of 8 a.m, and 5 p.m. to:

ministrative Procedure Act (5 U.S.C. chapunderpayments. CC:M&SP:RU (REG-110659-00),

ter 5) does not apply to the_se regulatio_ns (@)*** Courier’'s desk, Internal Revenue Service,
and, because the_s_e regulatlon_s do not |m-(6) No underpayment shall be reported111 Constitution Avenue, NW., Washing-
pose on small entities a collection of mfor.bursuant to this section after the earlier dpn, DC. Alternatively, taxpayers may sub-
mation requirement, the Regulatory Flexiy, following— mit comments electronically via the Inter-
bility Act (5 U.S.C. chapter 6) doeg not (i) Receipt from the Commissioner ofnet by selecting the “Tax Regs” option on
apply. Therefore, a Regulatory Flexibility,, vioo 24 demand for payment theredhe IRS Home Page, or by submitting com-
Analy3|s is not required. F_’“rS“.a”t 0 >®Gased upon an assessment; or ments directly to the IRS Internet site at
tion 7805(f) of the que, this notice of pro- (i) Receipt from the Commissioner ofhttp://www.irs.ustreas.gov/tax_regs/regslist
posed rulemaking will be submitted 10 the, oo o petermination Concerning-html.
Chief Counsel for Advocacy of the Smalk/Vorker Classification Under Section
Business Administration for comment o a6 (Notice of Determination). (Prior toFOR FURTHER.INFORMATION CON-

' TACT: Concerning the proposed regula-

its impact on small business. receipt of a Notice of Determination, the; ;< pavid J. Sotos (202) 622-3050:

Comments and Requests fora Public ~ taxpayer may, in lieu of making a pay,ceming submissions of comments, or
Hearing ment, make a cash bond deposit Wh'cfb request a hearing, Sonya Cruse, (202)

would have the effect of stopping the aCg02.7180 (not toll-free numbers).
Before these proposed regulations arerual of any interest, but would not de-

adopted as final regulations, consideratioprive the taxpayer of its right to receive &SUPPLEMENTARY INFORMATION:
will be given to any electronic and writtenNotice of Determination and to petition
comments that are submitted timely to théhe Tax Court under section 7436).

IRS. The IRS and Treasury Department
specifically request comments on the clar-
ity of the proposed regulations and how

Background

Robert E. Wenzel, On November 29, 1999, Treasury and
Deputy Commissioner the IRS published final regulations (T.D.
_ of Internal Revenue. 8844, 1999-2 C.B. 661) describing the
they may be made easier to understand. All transactions that are deemed to occur

Comm_ents will be gvallable for _pUb“C IN" (Filed by the Office of the Federal Register on Januanwhen an entity elects to change its classi-
spection and copying. A pUb_“C h_e_armgle, 2001, 8:45 a.m., and published in the issue of tization for Federal tax purposes. Those
may be scheduled if requested in writing b¥ederal Register for January 17, 2001, 66 F.R. 3956)regulations did not address certain re-

any person that timely submits written
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quirements of section 332 as applied ttributed in complete liquidation of an-be submitted to the Chief Counsel for
the deemed liquidation incident to an asether corporation if the requirements ofAdvocacy of the Small Business Admin-
sociation’s election to be classified as aection 332(b) are satisfied. Those rdstration for comment on its impact on
partnership or to be disregarded as an eguirements include the adoption of amall business.
tity separate from its owner. This amendplan of liquidation at a time when the
ment to the final regulations addressesorporation receiving the distribution
those requirements. owns stock of the liquidating corpora-
On January 20, 2000, Treasury and thigon meeting the requirements of section gatore these proposed regulations are
IRS issued final regulations relating tal504(a)(2) (i.e., 80 percent of vote an%dopted as final regulations, considera-
qualified subchapter S subsidiaries. Iwvalue). The elective changes from assq;yn, will be given to any written com-
order to permit the deemed transaction resiation to a partnership and to a disreg,ents (a signed original and eight (8)
sulting from a QSub election to complygarded entity result in a constructive ”q'copies) that are submitted timely to the
with the requirement of section 332 that aidation of the association for Federalgg Alternatively, taxpayers may submit
plan of liquidation have been adopted a@ax purposes. Formally adopting a plaR,mments electronically via the Internet
the time of a liquidating distribution, theof liquidation for the entity, however, is by selecting the “Tax Regs” option on the
final regulations provide that a plan of lig-potentially incompatible with an elec-|rg Home Page, or by submitting com-
uidation is deemed adopted immediateltive change under §301.7701-3, which,qnis directly to the IRS Internet Site at
before the deemed liquidation incident t@llows the local law entity to remain mhttp://www.irs.ustreas.gov/tax regs/com-
the QSub election, unless a formal plan axistence while liquidating only for Fed- ants html. All comments will be avail-
liquidation that contemplates the filing oferal tax purposes. Accordingly, to proyp|e for public inspection and copying.
a QSub election is adopted on an earliside tax treatment of an association'sye Treasury Department and IRS specif-
date. The preamble to the QSub regulaleemed liquidation that is compatiblqca”y request comments on the clarity of
tions provided that Treasury and the IR®vith the requirements of section 332, proposed regulations and how they
intend to amend the section 7701 reguldhe proposed regulations state that, f%ay be made easier to understand. A
tions regarding elective changes in entitpurposes of satisfying the requiremenﬂ,ub“C hearing may be scheduled if re-
classification to provide a similar ruleof adoption of a plan of liquidation quested in writing by any person that
concerning the timing of the plan of liqui-under section 332(b), a plan of ”qUida'timer submits written comments. If a

dation. tion is deemed adopted immediately beﬁublic hearing is scheduled, notice of the

fore the deemed liquidation incident todate, time, and place for the hearing will

an elective change in entity classificapg published in thEederal Register
A. In General tion, unless a formal plan of liquidation

that contemplates the filing of the elecDrafting Information

Section 301.7701-3(g)(1) describesive change in entity classification is o
how elective changes in the classificaadopted on an earlier date. The principal authors of these pro-
tion of an entity will be treated for taxy o e oo posed regulations are David J. Sotos,
purposes. Section 301.7701_3(9)(1)(“? p anq Jeanne M. Sullivan of AssouaFe
provides that an elective conversion of These regulations are proposed t&hi€f Counsel (Passthroughs & Special
an association to a partnership ispply to elections occurring on or aftef"dustries). However, other personnel
deemed to have the following form: thethe date final regulations are publishedf©m the Treasury Department and IRS
association distributes all of its asseti the Federal Register however, it is Participated n t*helr d*ev*elopment.
and liabilities to its shareholders in lig-also proposed that taxpayers may elect
Uid?tiorr: of thfe ass;])ciatri]on, ﬂn:jdimmedito apply the amendments retroactively. proposed Amendments to the
ately thereafter, the shareholders consz . i
tribl}f[e all of the distributed assets an pecial Analyses Regulations
liabilities to a newly formed partnership. It has been determined that this notice Accordingly, 26 CFR part 301 is pro-
Section 301.7701-3(g)(1)(iii) providesof proposed rulemaking is not a signifi-20sed to be amended as follows:
that an elective conversion of an assoctant regulatory action as defined in EXpaRT 301-PROCEDURE AND
ation to an entity that is disregarded ascutive Order 12866. It also has beefpyNSTRATION
an entity separate from its owner isletermined that section 533(b) of the
deemed to have the following form: theAdministrative Procedures Act (5 Paragraph 1. The authority citation for
association distributes all of its assets).S.C. chapter 5) does not apply t@art 301 continues to read in part as fol-
and liabilities to its single owner in lig- these regulations, and because these rdgws:
uidation of the association. ulations do not impose a collection of Authority: 26 U.S.C. 7805 * * *

Section 332 may be relevant to thénformation on small entities, the Regu- Par. 2. Section 301.7701-3 is
deemed liquidation of an association if itatory Flexibility Act (5 U.S.C. chapter amended as follows:
has a corporate owner. Under sectioB) does not apply. Pursuant to section 1. Redesignating the text of paragraph
332, no gain or loss is recognized on thgg805(f) of the Internal Revenue Code(9)(2) as paragraph (g)(2)(i) and adding a
receipt by a corporation of property disthis notice of proposed rulemaking willheading for paragraph (g)(2)(i).

Comments and Requests for a Public
Hearing

Explanation of Provisions
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2. Adding a new paragraph (g)(2)(ii). Notice of Proposed Rulemaking tact LaNita VanDyke, (202) 622-7180

3. Revising the first sentence of paragnd Notice of Public Hearing (not toll-free numbers).
graph (9)(4). :
The addition and revision read as folDebt Instruments With Original SUPPLEMENTARY INFORMATION:
lows: Issue Discount; Annuity Background
L . Contracts
§301.7701-3 Classification of certain Sections 163(e) and 1271 through 1275
business entities. REG-125237-00 of the Internal Revenue Code (Code) pro-

vide rules for the treatment of debt instru-
(@) *** AGENCY: Internal Revenue Servicements with original issue discount (OID).
9 (IRS), Treasury. Section 1275(a)(1)(A) defines the term

* % % % %
. . . . “debt instrument” to include a bond
ges ACTION: Notice of proposed rulemakin .. .
(2) Effect of elective chan i) In prop gdebenture, note or certificate or other evi-

* * % and notice of public hearing. X .
general P 9 dence of indebtedness. Sections

(if) Adoption of pllan .Of Ilqwdatlon SUMMARY: This document contains 1275(a)(1)(B)(i) and (ii), however,
For purposes of satisfying the r€quUIres oposed regulations relating to the fedekxclude certain annuity contracts from the
ment of adgptlon of a plan of Ilqwdat|ona| income tax treatment of annuity condefinition of a debt instrument.
undgr s_,ect|pn 332, unless a formal plaf}acts issued by certain insurance compa- On February 2, 1994, the IRS and
of I|qU|dat|on that. pontemplates the,nies. These proposed regulations providereasury published in theFederal
election to be classified as a ParmerSh;g%idance on whether certain annuity corRegister (59 FR 4799) final regulations
or to be disregarded as an entity separ

. . _“tracts are excluded from the definition otoncerning a variety of issues under the
from its owner is adopted on an earheé

* k k% %

, _p debt instrument under the original issu@ID provisions. On January 8, 1998, the
date, th? making, by an assomanop, Yiscount provisions of the InternallRS and Treasury published in the
an. elect|.on under parag_raph ©@)) o evenue Code. This document also pra~ederal Register(63 FR 1054) final reg-
th|_s section to b? classified as a Partn€lzyes a notice of public hearing on thejlations concerning the life annuity
ship or to be disregarded as an entity,,,seq regulations. exception of section 1275(a)(1)(B)(i).
separate from its owner is considered t . _ This document contains proposed rules
be the adoption of a plan of liquidationDATES: Written or electronically generat- prop

: . - idaed ¢ t b ived by A q:oncerning the exception for annuities
immediately before the deemed liquidaed comments must be received by Apr lescribed in section 1275(a)(1)(B)ii).

I

tion described in paragraph (g)(1)(ii) orl2, 2001. Requests to speak (with ouf!

(iii) of this section. This paragraphlines of Qral comments to be discussed) txplanation of Provisions

(9)(2)(ii) applies to elections effectivethe public hearing scheduled for May 30, -

on or after the date these regulations a#901, at 10 a.m. must be submitted by In general, the OID provisions apply to

published as final regulations in theéMay 9, 2001. issuers and holders of debt instruments.

ngeral Register Taxpayers may aPPly ADDRESSES: Send  submission to:The term debt instrument generally means

this paragraph (g)(2)(ii) retroactively to . i any instrument or contractual arrange-

X . . “CC:M&SP:RU (REG-125237-00), room . .

elections filed before these regulation . ment that constitutes indebtedness under
blished final lati . h%226, Internal Revenue Service, POB 760@’enera| principles of income tax law. See

are published as final regulations in g, Franiiin Station, Washington, DC :

Federal Registerif the corporate owner - -section 1275(a)(1)(A) and §1.1275-1(d).
claiming treatment under section 33 20044. Submissions may be hand deliv If a contract is a debt instrument with

and its subsidiary making the electiOqc:fad&e:t.v\l\/ﬂegg;hgSou(r;é)g%_i\.zn;.zgr;cigop)).@D, section 1272 generally requires the
take consistent positions with respect t%c.)u ) ' /*holder of the contract to include OID in

the Federal tax consequences of thﬁllnggis[t)iteust:zr:rzs;na:uwvi\?;seh;zglﬁthome currently on a constant yield
" " 'basis, regardless of the holder’'s overall

election. . .
DC.  Alternatively, taxpayers may Submltmethod of accounting. By contrast, the

* *x k% %
. . comments electronically via the Internet b : .
(4) Effective date Except as otherwise ¢q|acting the “Tax Re Sy option on the IR%OIder of an annuity contract to which
9 gs op ection 72 applies generally is allowed to

provided in paragraph (g)(2)(ii) of thisHome Pa o

: . . ge, or by submitting comment f o icall

SeCtlorr]], oy pc’?rlagraph 9 fatlpplles o ege irectly to the IRS internet site atianigrrneri%?ﬁ]glizslt?igll)u(taigﬁgoar?;cria):jeec?:]tflg
tions that are filed on or after Novem e'ﬁttp://www.irs.gov/'[ax_regs/regslist.html

29, 1999 *** . . . . contract.
' The public hearing will be held in room :
rr 4718, 1111 Constitution Ave., Nw., , Scction 1275(a)(1)(B) excepts two

i ' types of annuity contracts from the defin-
Robert E. Wenzel, Washington, DC. ition of a debt instrument. First, section

Deputy Commissioner FOR FURTHER INFORMATION CON- 1275(a)(1)(B)(i) excepts an annuity con-

of Internal Revenue. TACT: Concerning the regulations,tract to which section 72 applies if the

(Filed by the Office of the Federal Register on JanuaPatrl.ck E. Whllte,. (202) 622-3920; conpolntract depehnde(ln whole or in sufbitan-
16, 2001, 8:45 am., and published in the issue Oft%erm_ng submissions of comments, théa part) on the life expectancy of 1 or
Federal Register for January 17, 2001, 66 F.R. 3959j1€aring, and/or to be placed on the buildnore individuals.”  Second, section
ing access list to attend the hearing, cord-275(a)(1)(B)(ii) excepts an annuity con-
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tract to which section 72 applies undebelieve that the exception from the OlDrequest comments on the clarity of the
certain circumstances if the contract “isules was intended to preserve a balangeoposed rules and how they may be
issued by an insurance company subjebetween the tax treatment of holders ahade easier to understand. All comments
to tax under subchapter L (or by an entitannuity contracts under section 72 and theill be available for public inspection and
described in section 501(c) and exempbx treatment of issuers of such contractsopying.
from tax under section 501(a) whichThis balance does not exist when the A public hearing has been scheduled
would be subject to tax under subchaptemnuity contract is issued by a foreigrior May 30, 2001, beginning at 10 a.m. in
L were it not so exempt).” person that is not required to calculate itoom 4718, Internal Revenue Building,
The legislative history of sectionincome with respect to the contract undet111 Constitution Avenue, NW.,
1275(a)(1)(B)(ii) is limited. This excep- subchapter L. Washington, DC. Due to building securi-
tion to the OID rules first appeared when ) ty procedures, visitors must enter at the
the bill emerged from the Conferencd’roPosed Effective Date 10th Street entrance, located between
Committee in 1984. H.R. 4170, 98th T proposed regulations are proposeGO”StitUtiO” and Pennsylvania Avenues,
Cong., 2d Sess. § 41 (1984). At that timg, apply for interest accruals on or afteNW. In addition, all visitors must present
section 1275(a)(1)(B)(ii) applied to cer-hea gate that is 30 days after final regulthOtO identification to enter the building.
tain annuity contracts issued by an insuk;ons  are published in theFederal Because of access restrictions, visitors
ance company subject to tax under Su@egisteron annuity contracts held on orWill not be admitted beyond the immedi-
chapter L. The 1984 Conference Repottar that date. The regulations will nofité entrance area more than 15 minutes
does not elaborate on the meaning of t ply to an annuity contract that was purlgefore the hearing starts. For information
phrase “an insurance company subject {g,a5ed before January 12, 2001. Specl%li)OUt having your name placed on the
tax under subchapter L,” nor does it jes are provided for additional investbuilding access list to attend the hearing,
explain the purpose of the provision. H.Rqants after January 12, 2001, with respeSE€ “FOR FURTHER INFORMATION
Conf. Rep. No. 861, 98th Cong., 2d Sesg, 5, annuity contract held as of that dat&ONTACT.”
802-05 (1984), 1984-3 (Vol. 2) C.B.1phis effective date framework is similar The rules of 26 CFR 601.601(a)(3)
56-59. In 2000, a technical correction @, that provided in §1.1275-1(j)(8) with@Pply to the hearing. Persons who wish to
section 1275(a)(1)(B)(ii) was enaCtedrespect to the life annuity exception ofresent oral comments at the hearing must

The technical correction clarified that seCggction 1275(a)(1)(B)(i). submit written comments and an outline
tion 1275(a)(1)(B)(ii)) also applied to of topics to be discussed and the time to
annuity contracts issued by “an entitySpecial Analyses be devoted to each topic (signed original
described in section 501(c) and exempt and eight (8) copies) by May 9, 2001. A

from tax under section 501(a) which It has been determined that this notiCRering of 10 minutes will be allotted to
would be subject to tax under subchapt&l Proposed rulemaking is not a signifi-g,ch person making comments. An agen-
L were it not so exempt.” Consolidatecf@nt regulatory action as defined iny, showing the scheduling of the speakers
Appropriations Act, 2001, Public Law EXecutive Order 12866. Therefore, a regy; pe prepared after the deadline for
106-554 (114 Stat. 2763). ulatory assessment is not required. It al§ceiying outlines has passed. Copies of

In 1998, the IRS and Treasury promul@s been determined that section 553(R)e 4genda will be available free of charge
gated §1.1275-1(j), interpreting the lifed the Administrative Procedure Act (S4; the hearing.

annuity exception of section 1275(a)U'S'C'_Chapter 5) does not apply to thgse . .
(1)(B)(i). Commentators had also reques{_egulatlons, and because these regulatiobsafting Information

ed guidance on the scope of the sectioqp not impose a collection of information o
127%(3)(1)(8)(“) exce ti(r))n articularly ©0  Small  entities, the Regulatory The. pnnupal author_ of thgse regula-
ption, p Yy Stions is Patrick E. White, Office of the

with regard to foreign insurers not engagefil€xiPility Act (5 U.S.C. chapter 6) doe . . . )
in a tra?je or businegss i the U.S. 9ag not apply. Pursuant to section 7805(f) of\ss_oqate Chief Counsel (Financial
The proposed regulations provide thaihe Internal Revenue Code, this notice dpstitutions & Products). However, other

an annuity contract issued by a foreighfoPosed rulemaking will be submitted tpersonnel from the IRS and Treasury
insurance company is treated as issued Chief Counsel for Advocacy of theDePartment participated in their develop-

an insurance company subject to taxmall Business Administration for com-Ment ok ok % %
under subchapter L if the insurance comMent on its impact on small business.

pany is subject to tax under subchapter & nments and Public Hearing Proposed Amendments to the
with respect to income earned on the Regulations

annuity contract. The IRS and Treasury Before these proposed regulations are ) )

believe that this is the most natural appliadopted as final regulations, consideration Accordingly, 26 CFR part 1 is proposed
cation of the language of sectionwill be given to any electronic or written!© P& amended as follows:
1275(a)(1)(B)(ii) and is consistent _Withcom_ments (z_i signed original and eight (8ART 1—INCOME TAXES

the use of that phrase elsewhere in thmpies of written comments) that are sub-

Code and regulations. See, e.g., sectiongtted timely (in the manner described in Paragraph 1. The authority citation for
953(e)(3)(C) and 1297(b)(2)(B); the “ADDRESSES” portion of this pre- part 1 continues to read in part as follows:
81.848-2(h). The IRS and Treasury alsamble) to the IRS. The IRS and Treasury Authority: 26 U.S.C. 7805 * * *
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Par. 2. Section 1.1271-0 is amended hyansaction where there is no considerdions 953 and 954 to include income earned on the
adding entries for paragraphs (k) througtion other than cash or another qualifyin@rmuity contract in its taxable income under subpart
(K)(3) to §1.1275-1 to read as follows: _annuity contract, pursuant to the exercise, 0ever, Company X is not subject to tax under

. . Subchapter L with respect to income earned on the
of an election under an insurance COntr‘ﬂjuz‘lquity contract. Thus, the annuity contract is not

§1.1271-0 Original issue discount; by a beneficiary thereof on the death Gfxcepted from the definition of a debt instrument

effective dates; table of contents. the insured party, or in a transactiomy section 1275(a)(1)(B)(i). _
.k involving a qualified pension or employee Example 5 The facts are the same assxam-
benefit plan. The examples are as fOBIe 4, except that Company X properly elects under

s section 953(d) to be treated as a domestic corpora-

§1.1275-1 Definitions. lows: . . tion. By reason of its election, Company X is sub-
Example 1 Company X is an insurance com- ject to tax under subchapter L with respect to in-

) ) pany that is organized, licensed and doing businesspme earned on the annuity contract. Thus, the

(k) Exception under section in Country Y. Company X does not have a U.S.annuity contract is excepted from the definition of a

1275(a)(1)(B)(ii) for annuities issued by _trade or bus_iness and is not, under section 84_2, SUBrebt instrument by section 1275(a)(1)(B)(ii).

an insurance company subject to taxect 1o U.S. income tax under subchapter L with re- 3y Efactive date This paragraph (k) is

d bchabter L spect to income earned on annuity contracts. A, a licable for i | ft.
unaer subchapter L. U.S. taxpayer, purchases an annuity contract fronfPplicable tor Interest accruals on or after

* k k kK

(1) Rule. Company X in Country Y. The annuity contract is the date that is 30 days after final regula-
(2) Examples. not excepted from the definition of a debt instru-tions are published in thd~ederal

(3) Effective date. ment by section 1275(a)(1)(B)(ii). Register. This paragraph (k) does not
K,k ok ok Kk Example 2 The facts are the same asEixam-

apply to an annuity contract that was pur-
. . le 1 except that Company X has a U.S. trade or
P_ar. 3. Section 1.1275-1 is amended Ry .. "5 purchased the annuity from COmp(,jlm;;hased befqre January 12, 20_01. For pur-
adding paragraph (k) to read as follows: x's u_s. trade or business. Under section 842(a)P0ses of this paragraph (k), if any addi-
§1.1275-1 Definitions. Company X is subject to tax under subchapter Ltional investment in a contract purchased

with respect to income earned on the annuity conphefgre January 12, 2001, is made on or

.k ok Kk tract. Under these fgt_:t;, the annwty.contract IS eXafter January 12, 2001, and the additional
. . cepted from the definition of a debt instrument by. : ired b d
(k) Exception under  section section 1275(a)(1)(B)ii)- investment is not required to be made

1275(a)(1)(B)(ii) for annuities issued by Example 3 The facts are the same aEkam-  Under a binding written contractual oblig-
an insurance company subject to tale 2 except that there is a tax treaty betweenation that was entered into before that
under subchapter+(1) Rule For pur- Country Y and the United States. Company X is agate, then the additional investment is

. . resident of Country Y for purposes of the U.S.-
poses of section 1275(a)(1)(B)(i), arbounthtaX treaty. Company X's activities in the treated as the purchase of a contract after

annuity contract issued by a foreign insury s, do not constitute a permanent establishmenf@nuary 12, 2001.
ance company is considered as issued byder the U.S.-Country Y tax treaty. Because Com- David A. Mad
an insurance company subject to tarany X does not hs_;\ve a U.S_. permanent establish- Acting De uta\gomﬁisiisr:’er
under subchapter L if the insurance confi =t FTERY & 2 B 20 et on the ?of Internal Reventie
pgny IS SUbJeCt tO. tax under subchapter Irnnuity contract. Thus, the annuity contract is not
with _reSF)eCt to income earned on thgycepted from the definition of a debt instrument(Filed by the Office of the Federal Register on January
annuity contract. by section 1275(a)(1)(B)(ii). 11, 2001, 8:45 a.m., and published in the issue of the
(2) Examples The following examples = Example 4 The facts are the same asxam-  Federal Register for January 12, 2001, 66 F.R. 2852)

illustrate the rule of paragraph (k)(1) 01p|e 1 exgept that Company X is a foreign insurance
this section. Each example assumes t corporation controlled by a U.S. shareholder. Com-

e ” P . ny X does not make an election under section
the annuity contract is a contract to whiclasz(q) to be treated as a domestic corporation. The

section 72 applies and was issued in @ntrolling U.S. shareholder is required under sec-
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Definition of Terms

Revenue rulings and revenue proceduredies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) modified because it corrects a publishedubstance of a prior ruling, a combination
that have an effect on previous rulinggosition. (Compare witlamplifiedand of terms is used. For examplmodified
use the following defined terms to deelarified, above). and supersedediescribes a situation
scribe the effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered deterlished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because atfiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sufmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thevhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflighed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usewill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlection such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but notthat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

H H E.O—Executive Order. PHC—Personal Holding Company.
Abbreviations .
ER—Employer. PO—Possession of the U.S.
The following abbreviations in current use and for-ERISA—Employee Retirement Income SecurityPR—Partner.
merly used will appear in material published in the .
BuIIe)iin PP P Act. PRS—Partnership.

. EX—Executor. PTE—Prohibited Transaction Exemption.
A—Individual. F—Fiduciary. Pub. L—Public Law.
Acg—Acquiescence. FC—Foreign Country. REIT—Real Estate Investment Trust.
B—Individual. FICA—Federal Insurance Contributions Act. Rev. Proe—Revenue Procedure
BE—Beneficiary. FISG—Foreign International Sales Company. Rev. Ruk—Revenue Ruling
BK—Bank. o '

B.T.A—Board of Tax Appeals.
C—Individual.
C.B—Cumulative Bulletin.

CFR—Code of Federal Regulations.

Cl—City.
COOPR—Cooperative.
Ct.D—Court Decision.
CY—County.

D—Decedent.

DC—Dummy Corporation.
DE—Donee.

Del. Order—Delegation Order.

DISG—Domestic International Sales Corporation.

DR—Donor.
E—Estate.
EE—Employee.
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FPH—Foreign Personal Holding Company.

F.R—Federal Register.

FUTA—Federal Unemployment Tax Act.

FX—Foreign Corporation.

G.C.M—-Chief Counsel's Memorandum.

GE—Grantee.

GP—General Partner.
GR—Grantor.
IC—Insurance Company.
|.R.B—Internal Revenue Bulletin.
LE—Lessee.

LP—Limited Partner.
LR—Lessor.

M—Minor.
Nonacg—Nonacquiescence.
O—Organization.
P—Parent Corporation.

S—Subsidiary.

S.P.R—Statements of Procedural Rules.
Stat—Statutes at Large.

T—Target Corporation.

T.C—Tax Court.

T.D—Treasury Decision.
TFE—Transferee.

TFR—Transferor.

T.I.R—Technical Information Release.
TP—Taxpayer.

TR—Trust.

TT—Trustee.

U.S.C—United States Code.
X—Corporation.

Y—Corporation.

Z—Corporation.
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